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REPORT OF THE ADMINISTRATION ON THE NAFTA 
AND ACTIONS TAKEN IN FULFILLMEN 
OF THE MAY 1, 1991 COMMITMENTS 


EXECUTIVE SUMMARY 


On August i2, 1992, the President announced that the United 
States, Canada, and Mexico had completed negotiation of the North 
American Free Trade Agreement (NAFTA). This report describes the 
benefits of the agreement and the actions the Administration has 
taken in fulfillment of the President’s May 1, 1991 commitments 
to Congress on worker adjustment, labor rights, environmental 
protection, and thorough consultation. 


NAFTA WILL SPUR GROWTH, GENERATE JOBS, AND PROTECT THE 
ENVIRONMENT 


* NAFTA will make America more globally competitive by giving 
U.S. exporters increased access to a huge, single market of 
360 million consumers and more than $6 trillion in output. 


~ NAFTA will generate new high-paying U.S. jobs. By 1995, 
trade with Mexico is projected to support over 1 million 


U.S. jobs. Export-related jobs generally pay 17 percent 
more than the average U.S. wage. 


e NAFTA will help Mexico grow, which is good for us because it 
makes Mexico both a better customer and a more stable 


neighbor, easing immigration pressures. 


® NAFTA enhances environmental protection, and has served as a 
catalyst for intensified cooperation with Mexico to prevent 
pollution, promote conservation, and improve enforcement. 


° NAFTA safeguards U.S. workers by ensuring a smooth 
transition to free trade. Moreover, the President’s new job 
training proposal will ensure that all U.S. workers have the 
skills to compete and succeed in global markets. 


In sum, NAFTA will benefit U.S. workers and farmers, labor and 
the environment. NAFTA meets or exceeds each of the commitments 
the President made to Congress when he sought "fast track" 
authority in 1991 to negotiate this historic free trade 
agreement. 
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I. EXPORTS GENERATE JOBS 


MEXICO IS OUR FASTEST-GROWING MAJOR EXPORT MARKET, OUR SECOND- 
LARGEST MARKET FOR MANUFACTURED GOODS, AND OUR THIRD-LARGEST 
AGRICULTURAL MARKET 


° Since 1987, U.S. exports to Mexico have more than tripled 
and should yield a $6-$7 billion U.S. trade surplus this 
year. 


° This increase in U.S. exports has generated 325,000 new U.S. 
jobs, bringing to over 600,000 the total supported by 
exports to Mexico. (1.5 million American jobs are already 
supported by exports to Canada.) 


° Virtually every state has increased its exports to Mexico 
since 1987; five of the top ten states exporting to Mexico 
are northern industrial states (Michigan, Illinois, New 
York, Pennsylvania, and Ohio). 


NAFTA WILL CREATE EVEN MORE OPPORTUNITIES FOR U.S. GROWTH 


° NAFTA’s market-opening provisions will benefit all sectors 
of the U.S. economy, from autos to agriculture: 


-- U.S. manufacturers will benefit from NAFTA’s tariff 
elimination, which will allow 50 percent of U.S. 
exports to enter Mexico duty free on day one of the 
agreement, and 100 percent within 10 years; 


-- U.S. farmers will benefit from the phase out of tariffs 
and the immediate elimination of Mexican import 
licenses, which last year covered 25 percent of our $3 
billion in agricultural exports; and 


~— U.S. service firms will benefit from the elimination of 
restrictions on cross-border trade, investment, and 
establishment, allowing our banks, insurance, trucking, 
and telecommunications firms, among others, to sell in 
the growing Mexican market. 


OVERWHELMING EVIDENCE INDICATES THAT NAFTA WILL INCREASE U.S. 


JOBS, WAGES AND GROWTH 


° In May 1992, the U.S. International Trade Commission (an 
independent, bipartisan U.S. Government agency) reported 
that it found virtual unanimity among academic studies in 


predicting aggregate export, job, and wage gains in the 


United States, as well as in the other NAFTA countries. 
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In July 1992, the International Institute for Economics 
projected that by 1995 more than one million Americans would 
owe their jobs to exports to Mexico as a result of NAFTA and 
Mexican reforms. 


Even a study funded by the labor-affiliated Economic Policy 
Institute (EPI) suggested net job creation of 317,000 jobs 
and a 4.8-percent increase in wages for low-skilled U.S. 
workers because of reduced immigration. 


LABOR AND ADJUSTMENT 


NAFTA MEETS THE PRESIDENT’S MAY 1 COMMITMENTS TO ENSURE A SMOOTH 





TRANSITION TO FREE TRADE 


Adjustment pressures will be minimal: 


-— The Mexican economy is 1/20th the size of ours. U.S. 
imports from Mexico constitute only one-half of one 
percent of U.S. GDP -- and half of those imports are 
already eligible for duty-free treatment. 


-- _ By tearing down Mexican tariffs, which are more than 
twice as high on average as ours, NAFTA will level the 
playing field, improving the competitive position of 
U.S. workers and farmers. 


-=— Moreover, by removing border barriers, NAFTA will 
enable U.S. firms -- especially small and medium-sized 
businesses -- to sell to Mexico without having to move 
to Mexico. 


Nonetheless, to smooth the transition to free trade the 
NAFTA agreement includes, as the President promised: 


—— Lengthy transition periods of up to 15 years for the 
elimination of U.S. tariffs on sensitive products; 


-- Safeguard mechanisms that will protect U.S. workers and 
farmers against import surges; and 


-- Tough rules of origin to ensure that the benefits of 
free trade accrue only to North American products. 


NAFTA goes beyond the May 1 adjustment commitments by 
prohibiting Mexican practices, such as duty drawback and 


export performance requirements that create artificial 
incentives to export to the United States. 
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NAFTA IS ACCOMPANIED BY THE PRESIDENT’S COMPREHENSIVE WORKER 
ADJUSTMENT 


The President committed to Congress that prompt, 
comprehensive, and effective services would be available to 
any workers affected by NAFTA. 


On August 24, 1992, the President announced a new 
comprehensive worker adjustment program -- Advancing Skills 
through Education and Training Services (ASETS). ASETS will 
ensure that all U.S. workers, including the relatively few 
who may be affected by NAFTA, receive the assistance and 
training they need to compete in the global marketplace. 


ASETS will nearly triple the resources now available for all 
worker adjustment by providing $2 billion annually, of which 
$335 million (or more, in the unlikely event it is needed) 
is specifically reserved for NAFTA. 


THE UNITED STATES AND MEXICO HAVE ESTABLISHED AN EXTENSIVE 
PROGRAM OF BILATERAL LABOR COOPERATION 


III. 


The U.S. and Mexican labor ministries have implemented over 
the last 15 months a 1991 Memorandum of Understanding 
addressing issues ranging from worker rights to child labor. 


On September 14, 1992, the United States and Mexico signed a 
new agreement to establish a Consultative Commission that 
will provide a permanent forum to promote the rights and 
interests of working people in both countries. 


—— The Commission, co-chaired by the U.S. and Mexican 
Secretaries of Labor, will manage new and ongoing 
cooperative labor activities directed at enhancing 
workplace health and safety, and enforcement, among 
other things. 


ENVIRONMENTAL PROTECTION 


FREE TRADE WILL BENEFIT THE NORTH AMERICAN ENVIRONMENT 


A comprehensive Environmental Review, released in February 


1992 by USTR and the Environmental Protection Agency (EPA), 
concluded that NAFTA will: 


-=- Enhance environmental protection by providing Mexico 


with additional resources to enforce its laws and clean 
up past abuses; and 
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Reduce environmental pressures on the U.S.-Mexico 
border as free trade encourages firms to locate beyond 
the border region. 


The Review also refuted the "pollution haven" myth, 
concluding that NAFTA would not encourage U.S. firms to 
relocate to Mexico because: 


Mexican environmental law is comparable to -- and in 
some cases stricter than -- U.S. law; 


Enforcement in Mexico is improving dramatically; and 


The cost of complying with U.S. standards is generally 
too small a percentage of total costs (less than 2 
percent for most U.S. industries) to induce firms to 
relocate. 


NAFTA GOES BEYOND THE MAY 1 COMMITMENTS, AND FURTHER THAN ANY 
PRIOR TRADE AGREEMENT, IN SAFEGUARDING THE ENVIRONMENT 


As the President committed, the NAFTA agreement explicitly: 


_ Maintains existing U.S. health, safety, and 


environmental standards, and allows us to prohibit the 
entry of products that do not meet our standards; 


Allows the parties, including states and cities, to 
enact environmental or health standards that are 
tougher than national or international norms; 


Encourages the NAFTA parties to strengthen standards by 
harmonizing upwards; and 


Preserves the right to enforce our international treaty 
obligations to limit trade in controlled products, such 
as endangered species. 


The NAFTA text goes even further and: 


Promotes "sustainable development"; 


Renounces the weakening of environmental standards or 
enforcement as a means of inducing investment; 


Ensures environmentaily sensitive dispute settlement by 
putting the burden of proof on the party Challenging a 
health, safety, or environmental regulation; and 


Decreases border congestion by liberalizing rail, truck 
and bus services. 
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NAFTA HAS SERVED AS A CATALYST FOR INTENSIFIED NORTH AMERICAN 





ENVIRONMENTAL COOPERATION 


IV. 


In February 1992, Presidents Bush and Salinas announced an 
integrated U.S.-Mexico Environmental Border Plan -- a 
multi-year program for the protection of human health and 
natural ecosystems along the border. 


<= The United States and Mexico will spend well over 
$1 billion during the next several years to implement 
the first stage of the Border Plan. 


-- President Bush’s FY1993 budget request included $241 
million for the Border Plan, but appropriations action 
to date has cut this amount in half. The President has 
called on Congress to restore the funding. 


In September 1992, we initialled a new U.S.-Mexico bilateral 
agreement on environmental cooperation. 


-- The agreement establishes a Joint Committee, chaired by 
environmental ministers, which will meet at least 
annually to assess environmental issues, and oversee 
joint work programs on enforcement, pesticides, 
hazardous waste, emergency response, air, water, and 
soil pollution, among other issues. 


Finally, at a trilateral meeting on September 17, 1992, the 
U.S., Mexican, and Canadian environmental ministers agreed 
to establish a North American Commission on the Environment 
to work on issues of common concern. 





CONCLUSION 


THE NAFTA NEGOTIATIONS HAVE INVOLVED THE MOST EXTENSIVE 


CONGRESSIONAL AND PRIVATE SECTOR CONSULTATIONS EVER UNDERTAKEN IN 
CONNECTION WITH A TRADE NEGOTIATION 


Indeed, House Ways and Means Committee Chairman Dan 
Rostenkowski has said that the Administration has been 
"relentless" in keeping Congress informed. 


The Administration remains committed to working with 


Congress to make the job, wage, and export gains of NAFTA a 
reality for all Americans. 


September 18, 1992 


OVERVIEW 


INTRODUCTION 


The North American Free Trade Agreement (NAFTA) is an 
historic achievement. It eliminates barriers to trade in goods 
and services throughout North America, lifts barriers to 
investment, and strengthens the protection of intellectual 
property. As a result, NAFTA will make America more competitive, 
generate new higher-paying U.S. jobs, and help Mexico grow, which 
will increase U.S. exports and reduce immigration pressures. 


: We are at the dawn of a new era. The Cold War is over. The 
principal economic challenge now facing the United States is to 
compete in a rapidly changing and growing global marketplace. By 
linking the United States to our first- and third-largest trading 
partners, NAFTA creates a single market with over 360 million 
consumers and $6 trillion in annual output. Open access to this 
huge market will make U.S. firms more globally competitive, and 
give U.S. companies the same advantages that regional trade ties 
give many of their foreign competitors. 


Exports to Mexico today support over 600,090 American jobs; 
this number is projected to increase to over 1 million by 1995 if 
NAFTA is implemented. Over 1.5 million Americans already owe 
their jobs to our exports to Canada. And export-related jobs are 
good jobs -- paying 17 percent more than the average U.S. wage. 


NAFTA will also spur Mexican economic development, which 
yields a high payback for America. As Mexico’s economy grows, it 
will import more from us: 70 cents of each Mexican import dollar 
is spent on U.S. goods and services. Moreover, as NAFTA raises 
Mexican wages and the standard of living, it will decrease 
pressures for unauthorized immigration to the United States. 


But NAFTA will do more than spur growth and generate jobs. 
Indeed, in May 1991, in the context of his request for the 
extension of fast track negotiating authority, the President said 
that "in seeking to expand our economic growth" through NAFTA, he 
was also committed to achieving "a balance that recognizes the 
need to preserve the environment, protect worker safety, and 
facilitate adjustment." The NAFTA fulfills this commitment, and 
more. 


NAFTA goes further than any prior trade agreement in 
promoting environmental protection. It maintains U.S. 
environmental, health, and safety standards; allows our states 
and cities to enact even tougher standards; encourages our 
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trading partners to strengthen their standards; and ensures that 
economic integration occurs in an environmentally responsible 
manner. . 


NAFTA will also safeguard U.S. workers by ensuring a smooth 
transition to free trade. It will protect workers against injury 
from imports by mandating tough rules of origin, establishing 
effective safeguards, and by ensuring that U.S. tariffs on 
sensitive products are reduced gradually over 15 years. 


Finally, President Bush has announced a $2 billion per year 
worker adjustment and training program designed to ensure that 
all U.S. workers, including those affected by NAFTA, have the 
skills to compete in global markets. 


In sum, the NAFTA will benefit U.S. labor -- both factory 
workers and farmers -- and the environment. This agreement is 
the product of extensive consultations with Congress and the 
private sector. Indeed, as the President said in announcing the 
agreement, NAFTA "shows how much can be accomplished when the 
Executive Branch and Congress work together to do what is best 
for our Nation." 


This report is part of the Administration’s continuing 
dialogue with Congress. It describes in detail the benefits of 
free trade with our neighbors, the market-opening provisions of 
the agreement itself, and the Administration’s accomplishments in 
fulfilling the President’s May 1, 1991 commitments. 


Ew RECENT GAINS IN TRADE WITH CANADA AND MEXICO 


The President’s trade strategy is based upon the fundamental 
fact that trade drives growth and exports create jobs. 


Since 1988, 70 percent of U.S. economic growth has come from 
exports. Last year, the United States regained its position as 
the world’s number 1 exporter. U.S. merchandise exports today 
support more than 7.5 million American jobs, 1 million of which 
have been generated since 1988. Each additional $1 billion of 
exports supports 19,000 U.S. jobs. 


Our recent experience with Canada and Mexico presents a 


dramatic demonstration of the power of free trade to create jobs 
and growth. 


ye Job and Export Gains from the CFTA 


Canada is the single largest market for U.S. exports. Since 
the U.S.-Canada Free Trade Agreement (CFTA) entered into force in 
January 1989, U.S. exports to Canada have increased by 27 percent 
(based on annualized 1992 exports), generating 113,000 U.S. jobs. 


B. Increased Trade with Mexico 


Since 1987, when Mexico first began to open its market, U.S. 
exports to Mexico have more than tripled, and should exceed $40 
billion this year. This export increase has generated 325,000 
new U.S. jobs, bringing to 600,000 the total supported by exports 
to Mexico. 


The U.S. trade balance with Mexico has swung from a 1987 
deficit of $5.7 billion to a 1991 surplus of $2.1 billion, which 
is projected to triple or quadruple this year. Mexico is now our 
fastest-growing export market, our second-largest market for 
manufactured goods, and our third-largest agricultural market. 


Virtually every state has increased its exports to Mexico 
_since 1987; five of the top ten states exporting to Mexico are 
northern industrial states (Michigan, Illinois, New York, 
Pennsylvania, and Ohio). 


II. NAFTA ELIMINATES REMAINING NORTH AMERICAN TRADE BARRIERS 


A. NAFTA’s Market-Opening Provisions 


NAFTA will further increase U.S. exports and generate jobs 
by eliminating remaining North American barriers to 
manufacturing, agricultural, and services trade; removing 
longstanding investment restrictions; and strengthening 
protection of intellectual property rights. These market-opening 
provisions are detailed in Chapter 1; highlights include the 
following: 


Tariff Elimination: Over two-thirds of U.S. industrial and 
agricultural exports to Mexico will be eligible for duty- 
free treatment either on the day NAFTA enters into force or 
within five years. Importantly, while all Mexican tariffs 
on industrial products are eliminated within 10 years, 
certain U.S. tariffs on import-sensitive products are 
eliminated over 15 years. 


Reduction of Motor Vehicle and Parts Barriers: Mexico is 
the world’s fastest-growing major auto market. NAFTA 
immediately cuts in half Mexican tariffs on U.S. autos and 
light trucks and eliminates tariffs on three-quarters of 
U.S. parts exports within five years. All remaining 
tariffs, plus Mexican "trade balancing" and "local content" 
requirements, which have impeded U.S. exports, are 
eliminated within 10 years. 


Expanded Telecommunications Trade: NAFTA opens Mexico’s 
market for enhanced telecommunications equipment and 
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services. It gives U.S. providers of voice mail and packet- 
switched services nondiscriminatory access to the Mexican 
public telephone network and eliminates all investment 
restrictions by July 1995. 


Increased High-Tech Exports: NAFTA provides immediate duty- 
free treatment for nearly $4 billion worth of U.S. exports 
to Mexico, including computer parts, semiconductors, and 
aerospace equipment, with all other high-tech goods able to 
enter duty free within five to ten years. In addition, 
Mexico will protect semiconductor chip designs and provide 
strong copyright protection for computer software. 


Reduced Textiles and Apparel Barriers: NAFTA immediately 
eliminates barriers to trade on over 20 percent ($250 
million) of U.S. exports of textiles and apparel to Mexico, 
with another 70 percent ($700 million) freed from 
restrictions within six years. All restrictions will be 
eliminated within 10 years and tough rules of origin will 
ensure that benefits of trade liberalization accrue only to 
North American-made products. 


Increased Trade in Agriculture: Mexico imported over $3 
billion worth of U.S. agricultural goods last year. NAFTA 
will immediately eliminate all Mexican import licenses and 
tariffs on 50° percent.of U.S: agricultural,exports. Tariffs 
on virtually all the remaining products will be phased out 
within 10 years, with the remainder phased out over 15 
years. 


Expanded Trade in Financial Services: NAFTA opens Mexico’s 
$330 billion financial services market, permitting U.S. 
banks and securities firms to establish wholly owned 
subsidiaries for the first time in 50 years. All remaining 
restrictions will be phased out by January 1, 2000. 


New Opportunities in Insurance: U.S. insurance firms with 
existing joint ventures will be permitted to obtain 100 
percent ownership by 1996; new entrants to the market can 
obtain a majority stake in Mexican firms by 1998. By the 
year 2000, all equity and market-share restrictions will be 


eliminated, opening up completely what is now a $3.5 billion 
market. 


Land Transportation: NAFTA will permit U.S. trucking 
companies to carry international cargo to the contiguous 
Mexican states by 1995, and give them cross-border access to 
all of Mexico by the end of 1999. U.S. railroads will be 
able to provide their services in Mexico, and U.S. companies 
can invest in and operate land-side port services. 
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New Energy Sector Opportunities: NAFTA allows U.S. producers 
to invest and compete in virtually all petrochemicals, and 
enhances the access of U.S. energy firms to Mexico’s 
electricity, gas, and energy services and equipment markets. 
NAFTA immediately opens 50 percent of PEMEX and CFE (the 
state electricity commission) procurement to U.S. suppliers, 
rising to 100 percent by year ten. 


B. Rules to Guarantee Benefits 


In addition to NAFTA’s market-opening provisions, the 
agreement contains rules to ensure that U.S. exporters can reap 
the benefits of those provisions, including: 


oO The highest level of protection for U.S. patents, 
copyrights, trademarks and other intellectual property 
ever obtained in a trade agreement; 


fe) Investment provisions that guarantee U.S. firms the 
same treatment as local firms and eliminate within 
seven years all local content requirements, permitting 
additional sourcing of U.S. inputs; 


o . Dispute settlement provisions that require the 
resolution of complaints within eight months from start 
to finish; and 


fo) Rules that improve the ability of U.S. firms to appeal 
Mexican antidumping and countervailing duty (AD/CVD) 
decisions by requiring Mexico to provide U.S. exporters 
with full due process guarantees and effective judicial 
review. 


III. ECONOMIC ANALYSES PREDICT U.S JOB, WAGE, AND EXPORT GAINS 
FROM NAFTA 


As the discussion in Chapter 2 demonstrates, there is 
overwhelming economic evidence that NAFTA will increase U.S. 
jobs, exports, output, and wages. 


A. ITC Study Reports "Unanimity" 


Earlier this year the U.S. International Trade Commission 
(an independent, bipartisan U.S. Government agency) surveyed and 
evaluated the various economic analyses of NAFTA. In May 1992, 
the USITC reported that it found "a surprising degree of 
unanimity" among the various studies in predicting aggregate 
export, job, and wage gains in the United States, as well as in 
the other NAFTA countries. 
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B. IIE Study Projects Job Gains 


U.S. exports. to Mexico currently support over 600,000 — 
American jobs. On July 27, 1992, the Institute for International 
Economics projected that by 1995 over one million Americans would 
owe their jobs to exports to Mexico as a result of NAFTA and 
Mexican reforms. 


(o Even EPI Study Shows Net Job Creation 


Even a study funded by the labor-affiliated Economic Policy 
Institute (EPI), which has been incorrectly cited to argue that 
NAFTA will cost U.S. jobs, actually suggests net job creation of 
317,000 jobs. Moreover, the study predicts a reduction in 
immigration from Mexico, which leads to a 4.8-percent increase in 
the wages of low-skilled U.S. workers. 


IV. THE MAY 1 COMMITMENTS: A PROMISE FULFILLED 


The successful completion of the NAFTA reflects an 
unprecedented partnership between the President and the Congress. 


On March 1, 1991, President Bush notified the Congress of 
his intent to enter into free trade negotiations with Mexico and 
Canada, and requested an extension of the "fast track" procedures 
for Congressional review and implementation of trade agreements. 


On May 1, 1991, in response to concerns raised by Members of 
Congress, the President committed to addressing concerns with 
respect to adjustment, labor mobility, worker rights, and 
environmental protection in the NAFTA agreement itself and in 
parallel cooperative activities. Consistent with the letter and 
spirit of the fast track, the Administration further committed to 
a process of intensive Congressional and private sector 
consultations throughout the negotiations. 


On this basis, Congress endorsed moving forward with the 
NAFTA by extending the fast track procedures. As this report 
indicates, the Administration has fulfilled, if not exceeded, the 
commitments made in the President’s May 1 Response to Congress. 


Vv. CONSULTATIONS 


The NAFTA negotiations have involved the most extensive 
Congressional and private sector consultations ever conducted in 
conjunction with a major trade negotiation. (See Chapter Pe 
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Indeed, as House Ways and Means Committee Chairman Dan 
Rostenkowski publicly observed on June 17, 1992, the 
Administration has been "relentless" in keeping Congress informed 
throughout the negotiations, and Congress "cannot fault the 
Administration for secrecy." 


Specifically, since the talks began in June 1991, Ambassador 
Hills and her negotiating team have held an average of one 
Congressional briefing and two private sector briefings per work 
day. 


Moreover, from December 1991, when the first negotiating 
texts were tabled, to August 12, 1992, when the negotiations were 
concluded, every Member of Congress, and each of some 1000 
private sector advisors to the Office of the U.S. Trade 
Representative (USTR), has had access to the text of the NAFTA 

agreement. 


VI. NAFTA WILL FACILITATE WORKER ADJUSTMENT 


Intense global competition is causing fundamental 
adjustments worldwide. This poses a challenge for all nations. 


The -U.S. answer to this challenge must be trade expansion, 
not protection. We must open new markets and provide export 
opportunities for competitive, high-wage U.S. industries, while 
helping U.S. workers to acquire the skills to succeed in a 
changing world. 


Thus, NAFTA contains adjustment provisions that will help 
smooth the transition to free trade. In addition, the 
President’s new worker adjustment and training proposal will 
ensure that American workers have the education, skills, and 
training to compete in global markets. (See Chapter 4.) 


A. Adjustment Pressures Will Be Minimal 


The NAFTA should result in relatively minimal adjustment 
pressures in the United States. Indeed, while concerns have been 
raised as to whether we can compete with Mexican labor and 
imports, the fact is that we already are -- and successfully so: 
the United States will post a $6-$8 billion trade surplus with 
Mexico this year. 


Moreover, the fear that NAFTA will result in U.S. firms 
relocating en masse to Mexico to take advantage of low-wage labor 
is not credible. First, by removing tariffs, quotas, import 
licenses, and other border barriers, NAFTA will enable U.S. firms 
-- especially small and medium-sized businesses -- to sell to 
Mexico without having to move to Mexico. 
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Second, wages are not the only determinant of plant 
location. Other:factors, including productivity, are equally shia 
not more important, and U.S. workers remain at least five times 
more productive than their Mexican counterparts. 


At the same time, competition in our home market from 
Mexican imports will be minimal. The Mexican economy is only 
1/20th the size of ours. Imports from Mexico constitute only 
one-half of one percent of U.S. GDP, and half of those imports 
are already eligible for duty-free treatment. 


By eliminating Mexico’s remaining tariffs, which are more 
than twice as high as ours, NAFTA will level the North American 
playing field, improving the competitive position of U.S. 
workers. 





Bi. NAFTA Contains Effective Adjustment Provisions 


However, to further smooth the transition to free trade, the 
NAFTA agreement includes, as the President committed it would, an 
effective adjustment regime, involving: 


fe) Lengthy transition periods of up to 15 years -- five 
years longer than the maximum provided in the CFTA -- 


before tariffs are eliminated for the most sensitive 
U.S. sectors; 


fe) Safeguards, which improve upon those in the CFTA by 
permitting a "snap-back" to pre-NAFTA tariff rates for 
3 to 4 years should increases in imports of Mexican 
goods cause or threaten to cause serious injury to U.S. 
workers or farmers; and 


oO Tough rules of origin to ensure that the benefits of 
free trade accrue only to North American-made products. 
For example, autos and trucks must contain 62.5 percent 
North American content -- a substantial increase over 
the 50-percent rule in the CFTA -- to receive the 
benefit of NAFTA’s tariff cuts. 


In addition, NAFTA goes beyond the May 1 adjustment 
commitments by eliminating "duty drawback" and export performance 
requirements. Removal of these artificial export incentives will 
further ensure that Mexico does not become an export platform or 
"pass through” for products from non-NAFTA countries. 
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Cc. The President’s Comprehensive Worker Adjustment Plan 


In his May 1 Response to Congress, the President affirmed 
his commitment to a "worker adjustment program that is adequately 
funded" and ensures that any dislocated workers receive "prompt, 
comprehensive, and effective services." 


On August 24, 1992, the President announced a new, 
comprehensive worker adjustment program -- Advancing Skills 
through Education and Training Services (ASETS) -- that is based 
upon information obtained from Congressional and private sector 
consultations. 


Specifically, ASETS will assist all dislocated workers, 
including the relatively few whose jobs may be affected by NAFTA. 
-Its key elements include: 


oO Universal coverage, encompassing workers whose jobs may 
be at risk, as well as those who have lost their jobs; 


re) Rapid response services to ensure that intervention 
starts early, when it is most effective; 


o Skill grants for retraining; and 


fe) Income support payments for workers in training who 
have exhausted their unemployment insurance benefits 
and who need financial assistance to complete their 
training. 


ASETS will nearly triple the current level of funding for 
worker adjustment by providing $2 billion annually. Of that 
amount, $335 million is specifically reserved for NAFTA, with an 
additional $335 million available in the unlikely event that more 
funds are needed; the remaining $1.3 billion is allocated to the 
states for use without regard to the cause of dislocation. 


The ASETS program is consistent with the President’s May 1 
commitment, and provides a framework for continued discussions 
with Congress and the private sector. 


VII. NAFTA INTENSIFIES COOPERATION ON LABOR ISSUES 
The NAFTA will provide Mexico with additional resources to 


address issues concerning worker rights, workplace health and 
safety, child labor, and labor standards and their enforcement. 
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A, implementation of the 1991 MOU 


As detailed in Chapter 5, in the last 15 months, the Salinas 
Administration has launched important new labor initiatives, 
consistent with its commitment to improving conditions for 
Mexican workers. At the same time, the U.S. and Mexican labor 
ministries have implemented a series of joint initiatives 
relating to workplace safety, occupational hygiene, child labor, 
and comparative labor-management relations, pursuant to a 1991 
Memorandum of Understanding, which established a framework for 
cooperative activity. 


B. New U.S.-Mexico Agreement on Labor Matters 


On September 14, 1992, the U.S. and Mexican Secretaries of 
Labor signed a new bilateral agreement establishing a high-level 
Consultative Commission, which will meet at least annually, and 
will be chaired by the respective labor ministers. 


The Commission will oversee an ambitious work program of 
cooperative activities designed to improve industrial hygiene and 
workplace safety standards, and enforcement of those standards, 
as well as other activities. This agreement will help ensure 
that workers in both the United States and Mexico share fully in 
the benefits free trade will generate. 


VIII. NAFTA MAINTAINS BORDER SECURITY AND REDUCES IMMIGRATION 


Consistent with the President’s May 1 Response, NAFTA 
maintains U.S. rights to protect the permanent employment base of 
the American labor force, to implement our own immigration 
policies, and to protect fully the security of our borders. (See 
Chapter 6.) 


Increased economic growth in Mexico is the single most 
important remedy to the problem of unauthorized immigration to 
the United States. Indeed, a 1990 U.S. International Trade 
Commission study concluded that NAFTA will raise wages and the 
standard of living in Mexico, thereby decreasing the economic 
pressures that lead to emigration. 


IX. NAFTA ACTIVELY PROMOTES ENHANCED ENVIRONMENTAL PROTECTION 

The need to clean up the air, water, and hazardous waste 
along the U.S.-Mexico border is great, and the problems of 
pollution in North America are serious. But as President Bush 
said in announcing the NAFTA, "these problems will be solved by 
environmental cooperation, increased trade, and higher levels of 
economic growth -- not protectionism." 
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During the fast track debate, some voiced concerns that 
NAFTA would be a threat to the environment. Since then, many 
have come to view NAFTA as an opportunity to enhance the North 
American environment. The Administration has seized this 
opportunity in the agreement itself, and in our parallel 
cooperative activities. As a result, NAFTA goes further than any 
prior trade agreement in promoting environmental protection. 


In his May 1 Response, the President committed to ensure 
informed policy making on environmental issues, conduct an 
environmental review, maintain the integrity of U.S. 
environmental laws and our ability to enforce them, develop a 
comprehensive plan to clean up the border, and engage in a series 
of cooperative environmental activities with Mexico. As 
explained in Chapter 7, these commitments have been fulfilled, 
and more. 


A. Informed Policy Making 


ts Environmentalists Appointed as Advisors and Negotiators 


In fulfillment of the commitment to ensure informed policy 
making, USTR appointed leading environmentalists to its policy 
advisory committees. In addition, officials of U.S. 
environmental agencies were designated to lead key negotiating 
groups dealing with environmental and standards-related issues. 


2; Review Predicts Positive Impact on Environment 


On February 25, 1992, after extensive public hearings in six 
U.S. cities, USTR and the Environmental Protection Agency (EPA) 
issued a "Review of U.S.-Mexico Environmental Issues." 


The Review concluded that NAFTA will: 
fe) Enhance environmental protection by providing Mexico 


with additional resources to address current 
environmental problems; and 


re) Reduce environmental pressures on the border as free 
trade encourages firms to locate beyond the maquiladora 
sector. 


3s The "Pollution Haven" Myth Refuted 


The Review also concluded that NAFTA will not encourage U.S. 
firms to relocate to Mexico. First, Mexico’s 1988 environmental 
law is comparable to ours, and, in some cases, is even stricter. 
For example, it requires environmental impact statements for all 
new public and private investment. 
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Second, enforcement is improving dramatically. In the last 
few years, President Salinas has shut down 1000 polluting Firms, 
increased Mexico’s enforcement budget from $6.6 million to $77 
million, and quadrupled the number of border inspectors from 50 
to 200. 


Third, abatement costs are generally too small a percentage 
of total costs to induce firms to move. Indeed, 86 percent of 
U.S. industries have abatement costs of 2 percent or less. 
Moreover, most U.S. industries with high abatement costs already 
have low tariffs, so free trade will give them no new incentive 
to relocate. 


The Environmental Review concluded with a series of 
recommendations, which have been implemented either in the 
agreement itself, or through our parallel activities. 


Be Environmental Provisions in The NAFTA Agreement 


The President committed in his May 1 Response to ensuring 
that the NAFTA agreement preserves our "right to safeguard the 
environment" and does not "weaken our environmental laws" or 
"diminish our right to protect the health, safety, and 
environment of Americans." Thus, as the President committed, the 
NAFTA agreement explicitly: 


fe) Maintains existing U.S. health, safety, and 
environmental standards, and allows us to prohibit the 
entry of products that do not meet our standards; 


fe) Allows the parties, including states and cities, to 
enact even tougher standards without threat of 
preemption; 

° Encourages the NAFTA parties to strengthen standards by 


harmonizing upwards; and 


fe) Preserves our right to enforce our international treaty 
obligations to limit trade in controlled products, such 
as endangered species. 


But the NAFTA agreement goes even further than the May 1 
commitments in enhancing environmental protection. First, it 
explicitly states that one of its purposes is to promote 
"sustainable development," the principle that economic 
development should take place in an environmentally sound manner. 


Second, the agreement’s investment provisions help ensure 
that Mexico will not become a pollution haven by: 


fe) Renouncing the weakening of environmental standards or 
enforcement as a means of inducing investment; and 
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oO Permitting the parties to impose stringent 
environmental requirements on investment, including 
impact statements, so long as they do not discriminate 
between domestic and foreign investment. 


Third, the NAFTA’s dispute settlement provisions are 
environmentally sensitive: 


fe) Input from scientific experts is encouraged in disputes 
involving environmental and health issues; 


fe) The burden is placed on the complaining party to prove 
that an environmental measure is inconsistent with the 
agreement; and 


fe) The party whose environmental measure has been 
challenged is given the option of having the issue 
adjudicated under NAFTA (versus the GATT), with access 
to a Scientific Review Board. 


Finally, NAFTA’s land transport provisions will decrease 
border congestion and pollution by allowing U.S. trucks to 
transport cargoes directly to their destinations without 
switching trailers at the border. 


C. Comprehensive Border Plan 


In November 1990, Presidents Bush and Salinas directed EPA 
and its Mexican counterpart to prepare a comprehensive plan to 
improve the U.S.-Mexico border environment. In drafting the 
plan, EPA held public hearings in 16 border cities and solicited 
public comments in the Federal Register. 


In February 1892, Presidents Bush and Salinas announced a 
comprehensive "Integrated Environmental Plan for the U.S.-Mexico 
Border." The plan addresses air, soil, water, and hazardous 
waste problems in the border area. It includes specific actions 
ESO . 


fo) Strengthen the enforcement of existing environmental 
laws by enhancing enforcement capabilities and 
increasing bilateral cooperation; 


fe) Reduce pollution through new U.S. and Mexican 
initiatives; 

fo) Increase cooperative planning, training, and education; 
and 

fe) Improve understanding of border ecology through data 


collection, information exchange, and other methods. 
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Implementation of the first stage of the Plan covering the 
period 1992 - 1994 has already begun. 


5 Congressional Funding 


Recently, it has been suggested that we impose a tax on 
cross-border trade to fund environmental and other activities. 
The Administration has rejected this proposal. 


The purpose of the NAFTA is to lower trade barriers, not to 
raise taxes. NAFTA itself will stimulate economic growth and 
generate wealth for Mexico, creating new. resources to protect the 
environment. In fact, studies show that as a country’s GNP 
increases, pollution decreases. 


Moreover, Mexico has already demonstrated the ability and 
the commitment to fund environmental cleanup out of general 
revenues. Mexico has announced a three-year, $460 million 
program for border clean-up and infrastructure. 


For his part, the President has proposed a 70-percent 
increase in the budget for border environmental projects to $241 
miliion for FY 1993. 


Unfortunately, during the FY 1993 appropriations process, 
the Administration’s request was cut by nearly $100 million in 
the House and by $120 million in the Senate. The President has 
urged Congress to fully fund these vital environmental 
initiatives. 


E. Enhanced Cooperation and New Environmental Agreement 


NAFTA has served as a catalyst for intensified U.S.-Mexican 
cooperation to improve the environment. 


In September 1992, the United States and Mexico initialled a 
new bilateral agreement establishing a "Joint Committee for the 
Protection and Improvement of the Environment." Whereas previous 
bilateral agreements in 1983 and 1989 were limited geographically 
to either the border area or to Mexico City, the new agreement, 
which is expected to be signed shortly, is nationwide. 


_ The cornerstone of the agreement is the establishment of a 
Joint Committee, chaired by environment ministers, which will 
meet at least annually. The Committee will provide for public 
participation, and will oversee joint work programs on 
enforcement, pesticides, hazardous waste, data exchange, 
pollution, and emergency response, among other issues. 
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F. North American Commission on the Environment 





In addition, on September 17, 1992, the U.S., Canadian, and 
Mexican environmental ministers agreed to establish a North 
American commission on the environment, which will work on 
environmental issues of common concern, including those related 
to the NAFTA. 


X. TRADE PROMOTION 


Over the past year, pursuant to the President’s May 1 
Response, U.S. agencies have undertaken a wide range of trade 
promotion activities tailored to meet the needs and opportunities 
of NAFTA. A special effort has been made to promote business 
opportunities in Mexico for Hispanic- and minority-owned 
businesses. 


These export promotion activities -- described in Chapter 
8 -- demonstrate the Administration’s ongoing commitment to 
promoting trade opportunities for U.S. businesses and farmers in 
the context of the NAFTA. 


XI. CONCLUSION 


Since the Reciprocal Trade Agreements Act of 1934, Congress 
and the President have worked together to open markets and expand 
American trade. Increased trade has contributed to our nation’s 
prosperity by creating jobs, stimulating economic growth, and 
enhancing the competitiveness of American firms. 


The NAFTA will bring together the energies and talents of 
the United States, Mexico, and Canada. It will enhance the well- 
being of all three nations -- yielding greater economic growth 
and creating new opportunities for our firms and workers. 


The successful completion of NAFTA shows that the fast track 
process works. This ambitious agreement could not have been 
achieved without a close partnership between the President and 
the Congress. The Administration looks forward to working 
closely with the Congress to make the job, wage, and export gains 
from NAFTA a reality as soon as possible for all Americans. 
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CHAPTER 1 


MARKET-OPENING BENEFITS OF NAFTA 


INTRODUCTION 


The North American Free Trade Agreement (NAFTA) represents 
the successful conclusion of the most ambitious effort ever to 
liberalize trade and investment flows on this continent. NAFTA 
will link the United States to our first- and third-largest 
trading partners, Canada and Mexico, to create one of the 
largest, richest single markets in the world, with over 360 
million consumers and $6.4 trillion in output of goods and 
services. 


The agreement will enhance the ability of North American 
producers to compete in world markets, spur economic growth on 
the continent, expand employment, and raise living standards. 
The United States is home to the most productive, creative 
workforce on earth and boasts businesses with a well-deserved 
reputation for innovation and drive. The North American Free 
Trade Agreement will link our tremendous strengths with those of 
Mexico and Canada and aliow the people of all three countries to 
reap the benefits of a more open trade and investment regime. 


A free trade agreement with our North American neighbors is 
vital to our economic health because of the increased importance 
of exports to U.S. economic growth. The United States is the 
world’s number one exporter, with $422 billion in merchandise 
exports and $164 billion in services exports in 1991. Increased 
exports have accounted for 70 percent of our economic growth 
since 1988. Today, more than 7.5 million Americans owe their 
jobs to exports; over 600,000 depend on U.S. exports to Mexico, 
and over 1.5 million depend on exports to Canada. Export-related 
jobs are high-wage, high-skill jobs, paying 17 percent more than 
the average U.S. job. 


Section I describes recent gains in U.S. exports and job 
creation that have resulted from the U.S.-Canada Free Trade 
Agreement (CFTA) and from Mexico’s liberalization of its trade 
regime. It also identifies remaining barriers to U.S. goods and 
services that, without NAFTA, will continue to impede U.S. 
exports. 


Section II outlines the measures contained in NAFTA that 
wili open up new market opportunities for U.S. exporters. A 
description of NAFTA’s trade rules in the areas of intellectual 
property protection, standards, investment, trade remedies, and 
dispute resolution follows in Section III. 
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Section IV assesses how NAFTA will expand or improve upon 
the CFTA, particularly in the areas of market access for services 
and government procurement, intellectual property protection, 
rules of origin and investment. 


An appendix detailing the benefits of NAFTA for key sectors 
follows this chapter. 


rs OPENING NORTH AMERICAN MARKETS GENERATES JOBS AND GROWTH 

Recent experience in our trade with Mexico and Canada 
confirms that trade and investment liberalization results in 
greater prosperity for U.S. workers, farmers, businesses and 
consumers. 


Be The U.S.-Canada FTA Has Spurred U.S. Exports and 
Generated Jobs 


Before the U.S.-Canada Free Trade Agreement (CFTA) entered 
into force in January 1989, Canada’s trade-weighted average 
tariff was 9.9 percent, or three times the U.S. average of 3.3 
percent. Under the CFTA, many tariffs have already been 
completely eliminated, and all remaining tariffs on bilateral 
trade will be phased out by 1998. In fact, businesses on both 
sides of the border have requested and received expedited tariff 
reductions on over 650 products valued at $8 billion. These 
accelerated duty reductions have enjoyed broad support in both 
countries and a third round of accelerated tariff eliminations is 
now under discussion. 


U.S. exports to Canada have grown by 25 percent since 1988, 
reaching a record level of $85 billion in 1991. Goods that were 
previously subject to high tariffs have experienced especially 
strong export growth as a result of the tariff phase-outs. For 
example, 45 of the 98 chapters of the Harmonized Tariff System 
have posted growth in, U.S. exports to Canada of 100 percent or 
more in recent years. U.S. exports of business and professional 
services to Canada totalled $18 billion in 1991 -- an 82- percent 
increase over the 1988 level. Our bilateral trade with Canada in 
goods and services totalled over $200 billion in 1991, yielding a 
$1.6 billion surplus. 


U.S. exports to Canada now Support 1.5 million American 
jobs, of which 113,000 were created since the signing of the 
CFTA. Nearly 90 percent of the 1.5 million jobs are related to 
U.S. exports of manufactured goods. 


'HS tariff classification chapters contain broadly related 
products, generally representing particular sectors. 
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B. owt n U.S.-Mexico Trade Has Supported New U.S. Jobs 


Similarly, our experience in bilateral trade with Mexico 
since 1986, when Mexico began opening its market, demonstrates 
that when trade barriers are lowered, U.S. exporters and workers 
benefit. 


i Mexican Economic Reforms 


In 1986, Mexico joined the General Agreement on Tariffs and 
Trade (GATT) and launched a sweeping program of economic reform 
and trade liberalization. In joining the GATT, Mexico accepted 
the permanent obligation to reduce its top tariff rate from 100 
percent to 50 percent. Indeed, Mexico went even further. 
Although Mexico has a GATT right to impose duties of up to 50 
percent, Mexico voluntarily lowered its top rate to 20 percent. 
As a result, the average Mexican tariff applied to imports from 
the United States has fallen by more than half, from 25 percent 
in 1985 to about 10 percent today. 


In addition to reducing tariffs, Mexico sharply cut its use 
of non-tariff barriers restricting imports. Import licensing, 
which formerly was used to limit imports in all 12,000 items of 
Mexico’s tariff schedule, is now mandatory for 230 products, 
although substantial barriers remain in the agricultural area and 
in a few manufacturing sectors, including automobiles. 


These reforms transformed the Mexican economy from a highly 
regulated and protected one, to one of the most market-oriented, 
dynamic economies in Latin America. As a result, Mexico has 
become one of the fastest-growing economies in that region, with 
average annual growth of 3.1 percent over the last four years. 


PP Recent Gains in U.S. Trade with Mexico 


The United States has already reaped substantial gains from 
freer trade and faster economic growth in Mexico: 


fe) U.S. exports to Mexico have increased from $12 billion 
in 1986 to $33 billion in 1991. In 1992 U.S. exports 
are projected to exceed $40 billion, based on data for 
the first six months of the year. 


fe) The U.S. trade balance with Mexico has swung from a 
$5.7 billion deficit in 1987 to a $2.1 billion surplus 
in 1991, which is projected to triple or even quadruple 
this year. 


oO U.S. services exports to Mexico have risen by more than 
135 percent since 1987, to over $8.3 billion in 1991. 
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fe) Virtually all states have increased their exports to 
Mexico since 1987. Furthermore, the major exporting 
states are not just along the Mexican border. Five of 
the top ten states exporting to Mexico are northern 
industrial states (Michigan, Illinois, New York, 
Pennsylvania, and Ohio). 


Exports to Mexico have been a major source of job creation 
for the U.S. economy. In the past five years, increased exports 
to Mexico have supported the creation of 325,000 additional U.S. 
jobs. Today the jobs of more than 600,000 Americans depend on 
exports to Mexico. 


Mexico is now our fastest-growing major export market, our 
second-largest market for manufactured goods (recently surpassing 
Japan), and our third-largest market for agricultural goods. 


C. Greater Economic Gains Will Result From Further 
Liberalization 


Despite the recent improvements in Mexico’s trade and 
investment regime, Mexican tariffs still average 10 percent (two 
and a half times the U.S. average), and its tariffs on 
telecommunications equipment, computers, pharmaceuticals, and 
auto parts -- some of our most competitive exports -- range 
between 10 and 20 percent. Further, Mexico retains the right 
under GATT to raise most of its tariffs to 50 percent. 


Many sectors in Mexico remain encumbered by quotas, 
licenses, or other non-tariff barriers. About 25 percent of U.S. 
agricultural exports to Mexico (by value) are still impeded by 
import licensing requirements. In the auto sector, Mexico forces 
auto companies that want to import finished vehicles to offset 
imports by exporting twice their value. Mexico also requires 36 
percent local content for autos built in Mexico. The cumulative 
effect of auto restrictions has been to preclude virtually any 
U.S.-assembled automobiles from entering Mexico. 


Mexico’s $146 billion services market is laden with 
restrictions. Indeed, entire sectors of the Mexican economy -- 
financial services, telecommunications network services, 
transportation and other services, as well as energy and 


petrochemicals -- are closed in whole or in part to U.S. 
participation. 


Finally, the Mexican Government currently reserves the right 
to review all investment proposals for new plants or for 
takeovers and maintains the discretion to intervene. Mexico also 
requires many foreign investors to accept local content 
requirements and export performance requirements. 


2. 


II. NAFTA SLASHES REMAINING MEXICAN TRADE BARRIERS 





A; NAFTA Eliminates Mexican Tariffs 





Under NAFTA, half of the products the United States exports 
to Mexico can be sold in Mexico completely duty free on the day 
the agreement enters into force. This share will increase to 
more than two-thirds within five years. Thus, shortly after 
NAFTA goes into effect, many of our most competitive products -- 
such as aerospace equipment, semiconductors, computers, medical 
devices, rail locomotives, most telecommunications and electronic 
equipment, and many auto parts, machine tools, and paper products 
-- will have duty-free access to the Mexican market. 


Mexico’s tariffs on all other industrial goods will be 
phased out within 10 years. Mexican tariffs will be eliminated 
-on all products, including agricultural commodities, within 15 
years. If the United States and Mexico agree, tariffs on U.S. 
exports to Mexico may be removed ahead of schedule to accelerate 
the pace of free trade. 


Between the United States and Canada, tariffs will continue 
to be eliminated in accordance with the schedule of the CFTA. 


B. NAFTA Eliminates Most Non-Tariff Barriers in Mexico 


The largest barrier to U.S. farm exports, Mexico’s 
restrictive import licensing regime, will end immediately. 


Mexican import quotas on pharmaceutical inputs and a variety 
of used equipment, such as computers, tractors, and industrial 
machinery, will be removed either immediately or within 10 years. 


NAFTA immediately curtails Mexican trade balancing 
requirements that currently require foreign car and light truck 
manufacturers to purchase and sell outside of Mexico twice the 
value of their sales into Mexico. The agreement also opens a 
large quota for U.S. commercial truck exports immediately, and 
lifts all limits on Mexican truck purchases after five years. 
Within ten years, all restrictions on trade in automotive 
products will be eliminated. 


Gt NAFTA Opens New Markets for U.S. Services Providers 


NAFTA establishes principles that will permit most U.S. 
service firms to serve Mexican or Canadian customers either by: 
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° Establishing Local Facilities: NAFTA parties agree to 
treat each others’ services firms no less favorably 
than local services firms; and/or 


fo) Providing Cross-Border Services: By eliminating “local 
establishment" requirements, NAFTA allows firms 
anywhere in the United States to provide services in 
Canada and Mexico while keeping operations and 
employees in this country. 


In addition, all three parties will eliminate citizenship 
requirements for licensing of professionals, such as lawyers, 
doctors, and accountants. Professional licensing bodies in the 
three countries will work to eliminate discriminatory licensing 
requirements. 


2 NAFTA Opens Mexico’s $330 Billion Financial Services 
Market 


NAFTA will permit U.S. banking and securities firms, for the 
first time in over fifty years, to establish wholly-owned 
companies in Mexico’s $330 billion financial services market. 
Virtually all discriminatory limitations on the ability of U.S. 
banks and securities firms to operate in Mexico will be 
eliminated by January 1, 2000. 


NAFTA eliminates restrictions against U.S. ownership and 
provision of services in the $3.5 billion Mexican insurance 
market. U.S. firms with existing joint ventures in Mexico will 
be able to obtain as much as 100-percent ownership by 1996. New 
U.S. entrants that wish to acquire an interest in an existing 
Mexican firm may become majority owners as of 1998, and 100 
percent owners by 2000. Alternatively, new entrants may start 
their own wholly-owned firms in Mexico immediately, subject to 
certain size limitations in effect until January 1, 2000. 


a NAFTA Creates Significant New Opportunities in Mexico’s 


$6 Billion Telecommunications Market 


NAFTA eliminates discriminatory restrictions on U.S. sales 
to and investments in the Mexican market for enhanced 
telecommunications services and equipment. The agreement 
eliminates investment restrictions in most enhanced services 
immediately, and eliminates all investment and other restrictions 
on packet-switched services in 1995. NAFTA further enables U.S. 
firms to operate state-of-the-art, private intra-corporate 
communications systems throughout North America and guarantees 


U.S. businesses access to public communications facilities while 
doing business in and with Mexico. 
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3% NAFTA Ensures Cross-Border Access for Land Transport 


Nearly 90 percent of U.S. trade with Mexico is shipped by 
land. NAFTA permits U.S. trucking companies to carry 
international cargo to the Mexican states contiguous to the 
United States by the end of 1995, and to have cross-border access 
to all of Mexico by the end of 1999. 


All carriers operating in the United States will continue to 
have to meet high U.S. safety standards; NAFTA sets out a process 
to make standards compatible in all three countries without 
diminishing existing high U.S. standards. 


In addition, NAFTA provides U.S. charter and tour bus 
operators full and immediate access to the cross-border market; 
U.S. regular bus route companies will gain full cross-border 
access by the end of 1996. Finally, NAFTA opens the Mexican 
market permanently for U.S. railroads, and for U.S. investment 
and operating access to port facilities. 


D. NAFTA Improves Our Access to Mexican and Canadian 
Government Procurement Markets 


NAFTA’s Government Procurement Chapter improves procurement 
procedures, establishes a bid challenge mechanism, and prohibits 
the practice known as "offsets" (the imposition of discriminatory 
conditions on awards). 


ue Improved Procedures 


NAFTA signatories commit to adopting transparent tendering 
and bid protest procedures that improve upon those in place in 
the GATT Government Procurement Code: 


fe) Thresholds: The agreement will cover procurements by 
federal entities above thresholds of $50,000 for goods 
and services and $6.5 million for construction 
services. For government-owned enterprises, the 
thresholds will be $250,000 for goods and services and 
$8 million for construction services. For procurement 
of goods covered by the U.S.-Canada FTA, the dollar 
thresholds of that agreement will continue to apply. 


fo) Notification: Each country will establish procedures to 
notify all NAFTA suppliers of procurement opportunities 
and to allow them to compete on an equal footing with 
domestic bidders on contracts covered by the NAFTA 
government procurement chapter. 


fo) No Offsets: NAFTA prohibits the practice known as 
"offsets." U.S. suppliers will therefore be able to 
bid on covered Mexican and Canadian government 
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contracts without being required to make local 
purchases, license technology, invest, or counter-trade 
as a condition of the award. In addition, Mexico has 
committed to reduce local content requirements when the 
government purchases "turnkey" projects. 


fo) Bid Protest: A bid challenge mechanism will give U.S. 
bidders the right to challenge both contract tendering 
and awards. An independent body will review each case 
brought before it and enforce compliance with the 


agreement. 

fe) Dispute Settlement: Impartial dispute settlement 
panels will resolve disputes over compliance with the 
agreement. 


The agreement allows for the continuation of the U.S. small 
business and minority set-aside programs as exceptions. In 
addition, the procurement chapter establishes a mechanism for 
joint efforts by the United States, Canada and Mexico to promote 
government procurement opportunities for small business. 


2. Access to Mexican Energy Agencies 


Finally, NAFTA opens the enormous energy-related market in 
Mexico for procurements by state-controlled agencies such as 
PEMEX (the State Oil Monopoly) and CFE (the State Electricity 
Commission). Mexico will immediately open 50 percent of PEMEX 
and CFE procurement to U.S. suppliers, with the percentage 
increasing in specified steps thereafter until all PEMEX and CFE 
procurement is open by the tenth year. Purchases by these state- 
controlled companies ($8.3 billion in 1991) are nearly half the 
value of the Mexican government procurement market ($18.8 
billion). By the end of the tenth year Mexico will open all 
federal procurement (including PEMEX and CFE), with a $1.5 
billion limit on excepted set-asides, adjusted for inflation. 


III. NAFTA TRADE RULES WILL LOCK IN MARKET ACCESS 


To ensure that U.S. firms can reap the full rewards of the 
market access opportunities described above, NAFTA establishes 
trade rules designed to guarantee fair treatment to U.S. 
exporters. In particular, the NAFTA: 


fo) Provides for stronger protection of U.S. intellectual 
property; 
fo) Eliminates trade-distorting performance requirements on 


investors; 


25 


fe) Prevents erection of disguised trade barriers in the 
form of technical standards; 


fe) Requires Mexico to provide full due process guarantees 
and effective judicial review to U.S. exporters in 
connection with anti-dumping ("AD") and countervailing 
duty ("CVD") investigations; and 


fe) Establishes a swift, impartial dispute resolution 
mechanism to ensure that the obligations of the 
agreement are fulfilled. 


ye NAFTA Protects U.S. Intellectual Property 


NAFTA provides a higher standard of protection for patents, 
copyrights, trademarks, and trade secrets than has been 
established in any other bilateral or international agreement. 
'NAFTA provides, among other things, strong protection for 
computer programs, pharmaceutical inventions, and sound 
recordings. NAFTA requires all signatories to provide adequate 
and effective protection of intellectual property rights (IPR) 
based on national treatment and also commits them to enforce 
rights effectively against infringement, both internally and at 
the border. 


The United States in 1991 exported $5.3 billion worth of 
high-technology goods to Mexico and $15.8 billion to Canada. 
These goods, which include computers, microelectronics, aerospace 
equipment, chemicals, pharmaceuticals, scientific instruments, 
and machine tools, are R&D-intensive and depend on strong patent 
protection. 


: Patents 


NAFTA requires signatories to provide product and process 
patents for: virtually all’ types of inventions, including 
pharmaceuticals and agricultural chemicals. NAFTA’s patent 
provisions, moreover, limit the ability of countries to impose 
compulsory licensing on patent holders, particularly 
pharmaceutical products. 


Bs Copyrights 


In the area of copyrights, NAFTA provides key rights for 
U.S. software, motion pictures, and recording interests. NAFTA 
requires signatories to: 


fe) Protect computer programs as literary works and 
databases as compilations; 
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fo) Give owners of computer programs and producers of sound 
recordings the right to authorize or prohibit the 
rental of their products; 


fe) Establish a minimum term of 50 years for the protection 
of sound recordings and provide protection for existing 
sound recordings; and 


fe) Set a minimum term of 50 years for the protection of 
motion pictures and other works, and allow companies to 
exercise and enjoy the rights of authors. 


The chapter also obligates the Parties to comply with the 
provisions of the Berne Convention, the preeminent international 
copyright treaty, with the exception of its requirements on moral 
rights. These rights apply fully between the United States and 
Mexico. Canada has retained its "cultural exception" from the 
CFTA with respect to cultural industries, and the United States 
has retained its right to take actions in response. 


Br Trademarks 


In the area of trademarks and service marks, NAFTA: 
1) requires parties to register service marks and provide the 
same level of protection as that provided to trademarks; 
2) provides enhanced protection for internationally well-known 
trademarks; 3) prohibits the mandatory linking of trademarks; and 
4) prohibits compulsory licensing of marks. 


4. Trade Secrets 


With respect to trade secrets, NAFTA enables owners of 
confidential information to prevent its unauthorized use or 
disclosure. NAFTA also provides a five-year period of exclusive 
use for test data submitted to the Government to obtain marketing 
approval for pharmaceuticals and agrichemicals. 


5. Other Rights 


NAFTA also requires signatories to protect: 


fe) Integrated circuits’ layout designs at a level 
consistent with U.S. law, rather than at the lower 
level of the Washington Treaty; 


fe) Industrial designs at a level consistent with existing 
U.S. law; 
fe) Plant breeders’ rights at a level consistent with the 


international convention, including prompt 
implementation of that protection; 
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fe) Encrypted satellite signals against illegal use; and 


fe) Geographical indications, so as to avoid misleading the 
public, while protecting the interests of trademark 
owners. 


6. Strengthened Enforcement of Rights 


To strengthen enforcement of IPR rules, NAFTA includes 
detailed obligations on judicial procedures for the enforcement 
of intellectual property rights, including provisions on damages, 
injunctive relief, and general due process issues. Further, 
NAFTA requires enforcement of intellectual property rights at the 
border by customs (including safeguards to prevent abuses). 


B. NAFTA’s Investment Provisions Guarantee Fair Treatment 
for U.S. Investors and Eliminate Trade-Distorting 
Performance Requirements 


Worldwide, U.S. investments generate increased U.S. exports. 
This is particularly true of U.S. investments in our North 
American neighbors. According to a December 1991 study by the 
U.S. International Trade Commission, U.S. joint ventures in 
Mexico and Canada source 51 percent and 40 percent, respectively, 
of their components from the United States, in contrast to such 
ventures in Asia, where the U.S. content is only about 13 
percent.” U.S. subsidiaries in Mexico already buy over one- 
fourth of totai U.S. exports to Mexico. 


NAFTA eliminates burdensome "performance requirements" on 
U.S. investors in Mexico that have artificially impeded U.S. 
exports to those countries and artificially stimulated Mexico’s 
exports to the United States. For example, the dismantling of 
domestic content requirements for U.S. firms operating in Mexico 
will make it possibie for them to source an even larger share of 
their components and materials from production in the United 
States, especially in the important auto sector, where Mexican 
restrictions have been particularly onerous. 


NAFTA also guarantees that U.S. investors will be treated on 
an equal basis with locally-owned firms, restricts investment 
"screening" by host governments, and protects investors’ rights 
by providing a strong dispute resolution mechanism. 
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Production Sharing: U.S. Imports under Harmonized Tariff 


Schedule Sub-headings 9802.00.60 and 9802.00.80, 1987-1990, USITC 
Publication 2469, December 1991, ITC, Washington, D.C. Tables B- 


17, B-18, B-5, B-4 (for Mexico and Canada) and elsewhere. 
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oe Elimination of Performance Requirements 


As a result of NAFTA, no firm in Mexico will have to: 


fe) Use Mexican goods or services; 

° Buy components from a local supplier; 

° Transfer technology to a competitor; 

fe) Utilize a certain level of domestic content; or 
fe) Limit imports to a certain percentage of exports. 


23 Non-Discriminatory Treatment 


NAFTA guarantees that U.S. investors in Mexico and Canada 
will be treated on an equal basis with locally-owned firms. 
NAFTA provides U.S. investors with the right to establish new 
firms, acquire existing firms, and receive the same treatment as 
domestic businesses, with specified exceptions. 


Sy Improved Rights and Protections 


In addition, NAFTA gives U.S. industries in Mexico and 
Canada: 


fe) The right to repatriate profits and capital and to 
obtain hard currency for all payments associated with 
an investment; and 


fe) The right to international law protection against 
expropriation, including the right to compensation 
equal to the fair market value of their investment. 


4. Dispute Settlement 


NAFTA also provides a strong dispute settlement mechanism 
that protects investors’ rights by permitting investors to resort 
directly to international arbitration to resolve disputes with 
the host government. This will enable investors to obtain 
binding awards of money damages for violations of NAFTA’s 
investment provisions, and provide for enforcement of awards 
under both NAFTA and relevant treaties. 


29 


5. Opening New Sectors to U.S. Investors 


Further, NAFTA eliminates the need for approval of new 
investments in most sectors, including agriculture, auto parts, 
construction, mining and selected petrochemicals.’ 


Cc. NAFTA Ensures That Standards Do Not Discriminate 
Against U.S. Exporters 





NAFTA will ensure that product standards of the other NAFTA 
countries do not discriminate against U.S. exporters or create 
unnecessary obstacles to trade by: 


fe) Providing U.S. suppliers and other interested persons 
an opportunity to comment on draft standards-related 
measures; 

oO Allowing U.S. suppliers and other interested persons to 


participate on a non-discriminatory basis in the 
standards development processes of Mexico and Canada; 


fe) Giving U.S. suppliers and other interested persons 
advance warning of potential changes so that they can 
prepare in advance to meet them; and 


fe) Establishing the right of U.S. labs and testing 
facilities to apply for accreditation in Mexico and 
Canada on a non-discriminatory basis. (Heretofore, 
U.S. exporters had to submit their products to approval 
at a lab or testing facility in the foreign country.) 


D. NAFTA Guarantees Fair Treatment for U.S. Exporters 
Subject to Mexican AD/CVD Investigations 


The NAFTA will ensure fair treatment for U.S. manufacturing 
exporters in the growing number of anti-dumping and counter- 
vailing duty (AD/CVD) investigations conducted by Mexico against 
U.S. firms. To ensure that these cases are not used unfairly to 
block access to Mexico’s market, the NAFTA: 


re) Requires Mexico to undertake far-reaching legal reforms 
to provide full due process guarantees and effective 
judicial review to U.S. exporters; these reforms must 
be in place before the NAFTA enters into force; and 


3 Mexico may review acquisitions above an initial threshold 
of $25 million, which will increase to $150 million over ten 
years. Threshold levels will be adjusted for inflation and, 
after ten years, for economic growth. Mexico also will continue 
to reserve certain "Constitutional" activities (e.g., energy, 
railroads) to the state or nationals. 
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° Gives U.S. exporters the right to request review of 
AD/CVD decisions in Mexico in front of a bi-national 
panel composed of U.S. and Mexican judges and/or trade 


experts. 


The NAFTA improves upon the existing binational dispute 
settlement process for AD/CVD cases contained in the CFTA in 
three key respects: 


fe) First, the NAFTA encourages the selection of judges, 
rather than trade practitioners, to serve on the 
binational panels, thus reducing the potential for 
conflicts of interest and improving the likelihood that 
U.S. case law will be considered by the panel. (Judges 
may have first-hand experience in reviewing actions of 
executive agencies, such as the Department of Commerce 
and the U.S. International Trade Commission, and may be 
more familiar with U.S. case law as decided by the 
Court of International Trade.) 


fe) Second, NAFTA improves the system for challenging panel 
decisions by lengthening the period of review and 
providing expressly for an examination of the legal and 
factual conclusions of the binational panel. 


fo) Third, NAFTA provides for the suspension of the entire 
panel process if the application of a country’s law 
interferes with the panel process or denies effective 
panel review of the basis of the administrative 
decision. NAFTA establishes a special committee to 
consider challenges to the efficacy of the system. 


NAFTA does not change existing U.S. AD/CVD laws, which will 
continue to be enforced with vigor. 


E. NAFTA Provides for Swift Dispute Resolution 


To ensure that the obligations of the agreement are fully 
implemented and consistently applied, NAFTA provides for swift 
and fair resolution of disputes. 


_ NAFTA creates a Free Trade Commission that will regularly 
review trade relations among the three countries and discuss 
specific problems. The Commission may create bilateral or 
trilateral panels, as appropriate, of private sector experts to 
resolve disputes involving interpretation of the NAFTA text. 
Provisions on the selection of panelists promote impartiality and 
guard against national bias. 


The agreement ensures that the entire dispute resolution 
process will be completed within eight months. NAFTA also 
permits a country that brings a case and wins to demand trade 
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compensation from the losing country, if the losing country does 
not comply with the panel recommendation. 


Further, NAFTA explicitly encourages and facilitates the use 
of alternative dispute settlement procedures -- for example, 
arbitration -- to resolve commercial disputes between private 
parties in NAFTA countries. 


IV. NAFTA BUILDS UPON THE U.S.-CANADA FREE TRADE AGREEMENT 





NAFTA expands upon and strengthens the benefits that the 
United States has enjoyed in recent years as a result of our 
bilateral free trade agreement with Canada. In general, NAFTA 
provisions will replace parallel sections of the CFTA. For 
instance, NAFTA improves upon -- and supersedes -- the CFTA’s 
rules of origin with respect to some important products, such as 
autos. In other areas, such as intellectual property and land 
transportation, the NAFTA supplements the CFTA, which does not 
contain such chapters. In the investment chapter, NAFTA improves 
disciplines, coverage, and enforcement. In some areas, such as 
agriculture rules or the exceptions for cultural industries and 
the U.S. maritime industry, CFTA provisions have been retained, 
but in no instance has the CFTA been weakened. 


A. NAFTA Further Opens the Canadian Services Market 


Canada is an important and growing market for U.S. services 
providers. U.S. services exports to Canada reached $18 billion 
in 1991, more than double the level in 1987. 


While the CFTA covered over 150 service sectors, NAFTA will 
improve upon the CFTA service chapter by extending coverage to 
all sectors of Canada’s $285 billion services market unless 
explicitly excluded, and by rolling back some existing barriers. 


With regard to financial services, NAFTA expands the CFTA’s 
prohibition of discriminatory federal practices to include 
provincial and local practices. Unlike the CFTA, NAFTA subjects 
disputes in the financial services sector to dispute settlement 
provisions. NAFTA also guarantees the ability of financial 
services firms to process data in the United States. 


B. NAFTA Broadens Access to the Canadian Government 
Procurement Market 


Under NAFTA, Canada will open its government procurement 
market beyond both the level of the U.S.-CFTA and the offer that 
Canada has made in the GATT Government Procurement Code 
renegotiations. Canada adds coverage of three new entities (the 
Departments of Transportation, Communications, and Fisheries) ; 
service and construction contracts; and some important Federal 
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Crown Corporations (such as the Canadian Mint). Coverage of 
trade in services -- including construction and related services, 
environmental services, and various types of computer hardware 
and software implementation services -- will result in 
substantially increased opportunities for U.S. exports. 


é.. NAFTA Enhances Canadian Protection of Intellectual 
Property 





NAFTA creates binding obligations on Canada in the area of 
protection for intellectual property, which was not explicitly 
covered in the CFTA. The general obligation of the NAFTA in the 
area of intellectual property is full protection on the basis of 
national treatment for the citizens and companies of all three 
parties. 


NAFTA will specifically limit the ability of countries to 
impose compulsory licensing on patent holders, particularly 
pharmaceutical products. (Canada has recently undertaken to 
reform its rules on compulsory licensing, a long-standing 
irritant in U.S.-Canada trade relations.) 


D. NAFTA Tightens Rules of Origin From Those in the CFTA 


NAFTA clarifies and strengthens the rules contained in the 
CFTA. NAFTA will list each Harmonized System tariff 
classification and its assigned rule-of-origin. Most rules of 
origin require only a specified tariff classification change. 
NAFTA further simplifies rule-of-origin calculations by giving 
producers a choice of methods (transaction value method or net 
cost method) to determine whether a product qualifies for NAFTA 
tariff preferences. The calculation of each method is more 
clearly defined. 


For automotive products, NAFTA will change the accounting 
methodology and explicitly list eligible costs to provide greater 
predictability for producers. The level of North American 
content for passenger vehicles to qualify for NAFTA tariff 
preferences will be 62.5 percent, compared to 50 percent under 
the CFTA provisions. For high-tech products, NAFTA will require 
that significant components be produced in North America, rather 
than simply assembled here. (See Tab 4 for further details.) 


E. NAFTA Broadens Scope of Coverage for U.S. Investors in 
Canada 


NAFTA improves upon the CFTA investment chapter by 
broadening the definition of an investor and expanding the scope 
of investments covered. NAFTA also introduces the right of 
private investors to seek arbitration against countries for 
alleged violations of NAFTA’s investment provisions. 
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AGRICULTURE 


Ls RECENT GROWTH IN U.S. EXPORTS 


U.S. agricultural exports to Mexico have grown significantly 
since the mid-1980’s, rising from $1.4 billion in 1987 to $3.0 
billion in 1991. Mexico is our third-largest foreign 
agricultural market, after Japan and Canada. 


Primarily a bulk commodity market prior to 1987 (mostly coarse 
grains and soybeans), Mexico is now one of the United States’ 
largest and fastest growing high-value markets. Indeed, high- 
value products, such as meat, dairy products, deciduous fruits, 
and snack foods now account for almost 70 percent of U.S. 
agricultural sales to Mexico, versus 40 percent in 1987. 


Mexico and Canada combined will account for more than $8 billion, 
or about 20 percent, of U.S. agricultural exports in 1992. 


II. EXISTING BARRIERS 


In recent years, approximately 25 percent of U.S. agricultural 
exports to Mexico (by value) have been subject to import 
licensing requirements. 


U.S. exports have been further impeded by high Mexican tariffs -- 
ranging from 15 percent to 20 percent -- on commodities such as 
vegetable oils, processed meats, and tree nuts. 


III. NAFTA’S BENEFITS FOR U.S. AGRICULTURAL EXPORTS 
A Elimination of Tariffs 


One half of U.S. agricultural exports to Mexico will enter Mexico 
duty free on the day the NAFTA goes into effect; all remaining 
tariffs will be eliminated 10 years later, except for tariffs on 
a handful of products, which will be phased out over 15 years. 


B. Elimination of Non-Tariff Barriers 


Upon entry into force, NAFTA will eliminate all non-tariff 
agricultural barriers between the United States and Mexico, 
generally by converting them to tariff-rate quotas. Mexico’s 
restrictive import licensing regime will end immediately. 
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Cc. Long Phase-in Period for U.S. Tariff Reductions 


Tariffs will be eliminated gradually on U.S. agricultural 
products identified as import-sensitive. For example, U.S. 
tariffs on imports from Mexico of orange juice and certain 
vegetables and melons will be phased out over 15 years. 


Dis Safeguards for U.S. Farmers 


Import-sensitive products will be protected from import surges by 
a special NAFTA agricultural safeguard provision. The safeguard 
provision will be implemented as a tariff-rate quota: 


fo) The United States will use the safeguard on imports of 
onions, tomatoes, eggplant, chili peppers, squash, and 
watermelon. 

fe) The tariff-rate quota will allow a certain amount of 


imports from Mexico to enter under NAFTA preferential 
tariffs. For amounts imported in excess of the quota, 
the tariff will revert to the MFN tariff. 


fe) The initial quota amounts are based generally on the 
highest annual trade level of the 1989-91 period. The 
quotas will grow by three percent annually. 


IV. MARKET OUTLOOK 


By the end of the 15-year transition period, annual U.S. 
agricultural exports to Mexico will likely be about $2.0 billion 
higher than without a NAFTA. Exports of meat, livestock, and 
grains are estimated to account for much of the expansion. 


U.S. agricultural exports to Mexico now account for about 80,000 
American jobs. Increased exports as a result of NAFTA will add 
an estimated 50,000 new U.S. jobs. Thus, by the year 2009, U.S. 
agricultural exports to Mexico are projected to reach $10 
billion, supporting .270,000 U.S... jobs. 


In aggregate, NAFTA will cause U.S. farm cash receipts to 

increase by 2 to 3 percent compared with projected receipts 
without a NAFTA. Improved receipts derive from both added 
production and somewhat higher prices for many commodities: 


Grains and oilseeds: U.S. corn, sorghum, wheat and oilseed 
exports are expected to increase an additional 4 million tons per 
year as a result of NAFTA. In 1991, the United States exported 
about 8 million tons of grain and oilseeds to Mexico. 
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Horticultural products: Reduced Mexican import barriers and 
growth in Mexican income will increase market opportunities for 
U.S. horticultural commodities. At the same time, as Mexican 
wealth increases, consumption of fruits and vegetables will rise, 
which will curb Mexican exports to the United States. 


Cotton: NAFTA will provide an increased export market for the 
U.S. cotton industry. Liberalization will likely increase 
U.S.-Mexico trade in textiles and apparel, as growth in Mexican 
income increases Mexican demand for U.S. cotton in either raw 
form or as textiles manufactured in U.S. mills. 


Livestock and meat: Mexico is one of the fastest-growing export 
markets for U.S. meat, especially fresh/chilled/frozen and 
processed beef, pork, and poultry: 


fe) The NAFTA will result in the phase-out of Mexico’s 20 
percent tariff on U.S. pork entering Mexico, more than 
doubling exports by the end of the transition period. 


fe) The NAFTA will increase live cattle trade in both 
directions between the United States and Mexico. As 
export constraints such as tariffs, licenses, and 
export taxes are removed, it is expected that more 
young cattle from Mexico will be fed in the United 
States and more U.S. slaughter cattle will be shipped 
to Mexico. 


Dairy products: Mexico is the world’s largest market for milk 
powder and represents the most important outlet for U.S. nonfat 
dry milk exports. Overall, NAFTA will allow the United States to 
obtain a larger share of the Mexican dairy import market because 
U.S. products will benefit from preferential access. 
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AUTOMOTIVE SECTOR 








I. RECENT GROWTH IN U.S. EXPORTS 


Canada and Mexico are the two largest export markets for U.S. 
automotive products. 


U.S. exports of automotive products to Mexico grew from. $2.4. 
billion in 1987 to over $5.7 billion in 1991, an increase of over 
170 percent. 


U.S. exports of automotive products to Canada grew from Sek 
billion in 1987 to $22.7 billion in 1991, an increase of 32 
percent. 


II. EXISTING BARRIERS 


Mexican laws mandate local content, trade balancing and 
performance requirements for imports; prohibit the importation of 
used vehicles; impede foreign investment in the auto sector; and 
impose high tariffs (up to 20 percent). These policies have 
virtually prohibited U.S. exports of assembled vehicles from 
entering Mexico. U.S. parts exports have grown, but are still 
restricted. 


III. NAFTA’S BENEFITS FOR U.S. AUTOMOTIVE EXPORTS 
ye Tariff Elimination 


NAFTA immediately cuts in half Mexico’s tariffs on light trucks 
and cars (from current rates of 20%). These tariffs are 

eliminated over 5 years for light trucks and ten years for cars. 
Three quarters of U.S. parts exports will enter Mexico duty free 


in five years. U.S. exports of heavy-duty trucks will enter duty 
free over 10 years. 


B. Elimination Non-Tariff Barriers 


NAFTA eliminates, over ten years, Mexican trade-balancing 
requirements, which have distorted trade and investment decisions 
and virtually barred Mexican imports of U.S.-made vehicles. U.S. 
producers will eventually be able to export their vehicles and 


parts to Mexico without being required to offset these products 
with Mexican exports. 


NAFTA gradually reduces and then eliminates Mexican local content 
requirements, which have limited U.S. parts exports and forced 
U.S. parts manufacturers to invest in Mexico. 
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NAFTA eliminates all Mexican import restrictions on buses and 
medium and heavy trucks after five years. It also opens a large 
quota for U.S. commercial truck exports and lifts all limits on 
Mexican purchases after five years. 


Cc. Strict Rules of Origin 


The NAFTA establishes a strict rule of origin for motor vehicles 
and automotive parts, which prevents Mexico from being used by 
any non-NAFTA country as an export platform for sales of vehicles 
produced largely outside of North America to the United States. 


To qualify for NAFTA’s preferential treatment, autos and light 
trucks must contain 62.5 percent North American content -- 
substantially higher than the 50 percent required by the CFTA. 


This tougher rule of origin, coupled with deep tracing of 
imported components and the elimination of duty drawback, will: 


fe) Provide an incentive for those manufacturers wishing to 
receive the benefits of trilateral duty-free trade to 
source more parts and components in North America; and 


re) Ensure that external duties on inputs are collected by 
Mexico regardless of their ultimate destination. Now, 
these duties are often forgiven if the finished good is 
exported. 


B. Harmonizing Automotive Standards 


NAFTA establishes a North American Standards Council which will 
encourage harmonization of safety and emission regulations to the 
highest prevailing level. Industry will benefit from production 
based upon one North American standard. 
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ENERGY AND BASIC PETROCHEMICALS 





I. RECENT GROWTH IN U.S. EXPORTS 





Energy is the second-largest component (after automobiles) of 
overall trade among the three NAFTA countries. In 1991, U.S. 
energy and petrochemical commodity trade with Canada and Mexico 
totalled over $23 billion. 


U.S. chemical trade with Mexico in 1991 was $2.6 billion, 
yielding a U.S. surplus of $1.9 billion. Mexico is our fourth- 
largest chemical export market, while Canada is our largest 
chemical export market. 


II. EXISTING BARRIERS 


Mexico’s Constitution reserves oil and gas related activities to 
the Mexican State. Conferral of this monopoly responsibility on 
PEMEX, the state oil company, is a major impediment to the free 
flow of investment in the energy sector. 


Mexico’s Constitution also reserves the public service of 
electricity to the Mexican State. Mexico has, however, defined 
self service, co-generation, and independent power production as 
being outside of the Constitutional reservation. 


Petrochemicals have been subject to tight trade and investment 
restrictions. 


III. NAFTA’S BENEFITS FOR THE U.S. ENERGY SECTOR 


es Liberalized Energy Trade 


In the NAFTA, Mexico has agreed to limit its right to impose 
barriers to the flow of energy goods across its borders by fully 
embracing GATT principles. 


The NAFTA provides new flexibility in Mexican energy sector 
contracting by allowing U.S. companies to negotiate performance 
clauses in service contracts with PEMEX and CFE (the Mexican 
State Electrical Utility). 


Other new obligations in the agreement will ensure that Mexico’s 
energy monopolies, PEMEX and CFE, act solely in accordance with 
commercial business practices, do not discriminate in their 
monopoly markets, and do not abuse their monopoly position in any 


other markets. This will provide important protection to U. Be 
companies doing business with these state monopolies. 
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B. NAFTA Opens Mexican Government Procurement 


NAFTA will phase-out restrictions in the $8 billion-plus 
procurement market of Mexico’s oil giant, PEMEX, and electrical 
utility, CFE, over a nine-year period. In the first year, U.S. 
firms will have unrestricted access to 50 percent of PEMEX and 
CFE procurement. Access will increase to 70 percent in year 
eight and 100 percent after year nine. 


Moreover, Mexico will establish GATT-like procurement procedures, 
such as pre-notification of bidding and transparent tendering, 
that will provide U.S. firms with fair and verifiable access to 
PEMEX and CFE procurements. 


c,, NAFTA Permits Foreign Investment in Electricity 


For the first time, Mexico will allow private ownership and 
operation of electric generating plants for their own use, co- 
generation, and independent power production. ; 


D. NAFTA Enhances Opportunities for Cross-Border 
Electricity Trade 


NAFTA enhances electricity trade across the border, which will 
improve system efficiency and provide substantial environmental 
benefits through the use of cleaner fuels. 


E. NAFTA Allows Cross-Border Trade in Natural Gas 


NAFTA allows U.S. natural gas suppliers to negotiate directly 
with Mexican end-users for the sale and export of natural gas, 
thereby increasing the opportunity to expand gas exports and the 
use of this environmentally desirable fuel. 


F. NAFTA Opens Mexico’s Petrochemical Market 


NAFTA immediately lifts Mexican investment restrictions on 14 of 
the 19 basic petrochemicals previously reserved to the Mexican 
states, and on 66 secondary petrochemicals. Import and export 
licenses will only be required on remaining basic petrochemicals. 


IV. INCREASED U.S. EXPORTS OF CLEANER FUELS 


NAFTA’s market-opening energy provisions should increase U.S. gas 
exports to Mexico from less than 200 million cubic feet per day 
to about a billion in the next five years. At $1.50 per thousand 
cubic feet, this amounts to increased sales of just over half a 
billion dollars per year. 
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NAFTA reinforces Mexico’s efforts to sustain environmentally 
sensitive economic growth by facilitating trade in natural gas, 
enhancing investment in cleaner equipment for new and existing 
electrical generating facilities, and promoting the use of state- 
of-the-art energy technologies. 


Mexico estimates that it will need an additional 20,000 megawatts 
of electrical power in the next eight years. Use of natural gas 
in that generating capacity will reduce sulfur emissions by 
16,000 tons per year for every 10C megawatts, a major 
environmental benefit. Displacing current heavy sulfur fuel oil 
with natural gas would also mean 640,000 tons less sulfur per 
year. 
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FINANCIAL SERVICES AND INSURANCE 





I. RECENT GROWTH IN U.S. EARNINGS 


Mexico’s financial services market was estimated at $330 billion 
in 1991. 


° Peso loans by commercial banks were up over 50 percent 
in both 1990 and 1991, with loans outstanding amounting 
to $82 billion at the end of March 1992. 


fe) The prices of shares quoted on the Mexican stock 
exchange have risen dramatically in recent years. The 
value of annual transactions on the exchange is up as 
well, from the equivalent of $12.2 billion in 1990 to 
$31.7 billion in 1992. The increased trading volume is 
not limited to shares, but also extends to trading in 
fixed-income securities. The volume of trading is 
continuing to increase in the current year. 


The Mexican insurance market is also growing rapidly. Total 
assets of insurance companies increased 33 percent in both 1990 
and 1991, and amounted to $6.4 billion in 1991. Insurance 
premiums in Mexico reached $3.5 billion in 1991. 


U.S. earnings from insurance sales to the Mexican market reached 
$52 million in 1991 despite tight Mexican restrictions; U.S. 
earnings from sales to Canada reached $2.4 billion in 1991. 


II. EXISTING BARRIERS 


The Mexican market has long been closed to U.S. financial firms 
with only one U.S. bank operating a branch in Mexico under a 
grandfather provision. U.S. banks, securities firms, insurance 
firms and other types cf financial firms have not been permitted 
to establish wholly-owned subsidiaries. Only in recent years has 
it been possible for U.S. financial firms to acquire even 
minority positions in Mexican financial firms. 


III. NAFTA’S BENEFITS FOR U.S. FINANCIAL SERVICES PROVIDERS 


A. Banking and Securities Firms 


For the first time in over 50 years, U.S. and Canadian firms will 
be able to establish wholly-owned companies in Mexico to carry 
out banking, securities, and other types of financial activities. 
Virtually all limitations on the ability of U.S. banks and 
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securities firms to establish Mexican subsidiaries will be 
eliminated by January 1, 2000. 


Other types of financial firms, including leasing and consumer 
finance, will also be able to establish operations in Mexico and 
will not be subject to any limitations after a short transition 
period. 


Bre Insurance 


Special provisions for insurance firms allow existing minority 
ownership to take up to 100 percent of the firm by 1996. Once 
established, U.S.-owned firms will enjoy full national treatment. 
They will be able to offer the same range of services as similar 
Mexican-owned firms and operate throughout the country. New U.S. 
entrants who wish to acquire an interest in an existing Mexican 
firm may become majority owners (51 percent) as of 1998 and 100 
percent owners by 2000. 
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HIGH-TECHNOLOGY GOODS 


I. RECENT GROWTH IN U.S. EXPORTS 


The United States in 1991 exported $5.3 billion worth of high- 
technology goods to Mexico and $15.8 billion worth to Canada. 
These goods include computers, microelectronics, aerospace 
equipment, some chemicals, pharmaceuticals, scientific 
instruments, and machine tools -- all of which are R&D-intensive 
and capitalize on the United States’ comparative advantage in 
intellectual property and creativity. 


The United States is the largest supplier of computer equipment 
to Canada and Mexico. The combined Mexican-Canadian market is 
the second largest for U.S. computer and software exports, behind 
the European Community and ahead of Japan. 


Between 1987 and 1991 the value of all U.S. computer equipment 
exports to Mexico increased by over 90 percent to about $900 
million. Over the same period, the value of all U.S. computer 
equipment exports to Canada increased 30 percent to a total of 
$3.4 billion. In 1991, U.S. exports of computer equipment to 


Canada and Mexico totalled $4.3 billion -- almost a 10 percent 
increase over 1990 -- and accounted for a $1.5 billion trade 
surplus. 


U.S. exports of semiconductors to Mexico have risen from $373 
million in 1989 to $403 million in 1991. Over the same period, 
U.S. semiconductor exports to Canada rose by nearly $60 million 
to $1134 brilion. 


Canada and Mexico are the two largest markets for U.S. exports of 
other electronic components (besides semiconductors). U.S. 
exports to Canada have increased by 174 percent since 1989 and by 
20 percent to Mexico. In 1991, exports of these products to 
Mexico and Canada totalled nearly $4.4 billion. 


II. EXISTING BARRIERS 


Mexican tariffs range from 15 to 20 percent on computers and 
electronic components. Mexicc requires import licenses for used 
computer equipment. 


Pirated or clandestinely imported software, especially in the 
personal computer sector, may account for as much as 50 percent 
of the Mexican market, according to the Business Software 
Alliance. 
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The Government of Mexico’s procurement practices are not fully 
transparent and the unofficial "Electronics Program" favors local 
producers. Local producers receive tariff relief and tax 
incentives if they meet certain performance requirements. 


American-owned maquiladora operations are presently strictly 
limited in the quantity of their production that they can sell 
into the domestic Mexican market. These products often use U.S. 
high value-added electronic components in their final assembly. 


Mexico has in place export performance requirements, including 
trade balancing and foreign exchange balancing, as well as local 
content incentives on maquiladora sales. 


III. NAFTA’S BENEFITS FOR HIGH TECHNOLOGY EXPORTS 


A. Elimination of Tariffs and Import Licensing 


NAFTA provides immediate duty-free treatment for nearly $4 
billion worth of U.S. exports to Mexico, including computer 
parts, semiconductors, aerospace equipment, and 
telecommunications, with all other high-tech goods to enter duty 
free within five to ten years. 


A common North American tariff for computers will be achieved no 
later than 10 years after NAFTA enters into force. This 
represents a significant breakthrough in the free flow of 
technology in North America. For some types of computer parts, 
there will be a common duty-free tariff rate the first year of 
the agreement. 


The NAFTA will provide immediate duty-free treatment for U.S. 
exports of computer parts and modems to Mexico, currently valued 
at $200 million annually. An additional $120 million of current 
U.S. exports will enter Mexico duty free within five years. 


The NAFTA will provide immediate duty-free treatment in Mexico 
for $641 million of current U.S. exports of semiconductors, 
diodes, and electronic tubes. Another $274 million in U.S. 
exports of resisters, capacitors, and printed circuit board 
assemblies will be free of duty in five years. 


Mexico will eliminate within ten years the current import license 
requirement for used computer equipment. 


B. Strict Rules of Origin 


Computers: NAFTA extends the CFTA rule of origin, which bases 
origin on the use of North American "motherboards," for ten years 
until a common external tariff for computers and their parts in 
NAFTA 1s achieved. To obtain NAFTA originating status, the 
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motherboard will have to be North American, along with final 
assembly of the computer. 


Semiconductors: The NAFTA rule of origin will require that the 
capital-intensive, high-value wafer fabrication process be 
performed in North America. The final "assembly and test" 
process may be done outside the region without jeopardizing NAFTA 
origin. The semiconductor rule is simpler to administer than the 
U.S.-Canada Free Trade Agreement value-content requirement. 


Other electronic components: Value-content requirements are 
replaced by rules that require the manufacture or assembly of the 
key components in North America. This is true, for example, of 
cathode ray tubes, facsimile machines, copiers, 
telecommunications products, machine tools and televisions, 
including flat panel displays and high definition televisions. 


CG. Improved Intellectual Property Protection 


Mexico agreed to afford protection to semiconductor chip designs 
that is equivalent to protection in the United States within four 
years from entry into force of the agreement. Mexico previously 
offered no protection for chip designs. 


NAFTA provides copyright protection for North American producers 
of computer programs as literary works and of databases as 
compilations. NAFTA also gives copyright owners of computer 
programs the right to prohibit the rental of their products and 
strengthens copyright enforcement measures. 


D. Elimination of Trade-Distorting Investment Practices 


By limiting "duty drawback" and other export-conditioned duty 
waivers or reductions, NAFTA will further encourage firms to 
source inputs, including high-tech components, from North 
America. 


In addition, Mexico will phase out current limits on maquiladora 
sales into its domestic market. Maquiladoras will be able to 
sell on equivalent terms throughout North America. 


IV. MARKET OUTLOOK 


High-technology exports account for 32 percent of total U.S. 
exports to the world, but only 16 percent of U.S. exports to 
Mexico. NAFTA removes barriers that have limited U.S. market 
opportunities in the past, opening up substantial new export 
opportunities for U.S. high-tech equipment and services 
providers. 
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LAND TRANSPORTATION 


I. RECENT GROWTH IN U.S. EARNINGS 





Nearly 90 percent of U.S. trade with Canada and Mexico -- or $210 
billion worth of goods -- moves by land transport. Between 1987 
and 1991, the value of U.S. land transportation services to 
Mexico increased by 28 percent. Over the same period, the value 
of all U.S. land transportation services to Canada increased by 
21 percent. 


II. EXISTING BARRIERS 


Mexican legal restrictions on the use of public roads have ~ 
prevented U.S. motor carriers from obtaining operating permits. 


The present system requires transfers from U.S. carriers to 
Mexican carriers across the border for both trucks and buses. 


The same legal restriction prohibits U.S. investment in Mexican 
bus or truck companies. 


III. NAFTA’S BENEFITS FOR THE SECTOR 
A. Elimination of Non-Tariff Barriers 


NAFTA guarantees U.S. companies the right to provide cross-border 
truck and bus services and will liberalize investment in land 
transportation services, including intermodal terminals, 
warehousing, and land-side port activities, over a ten-year 
transition period. 


Specifically, NAFTA permits U.S. trucking companies to carry 
international cargo to the Mexican states contiguous to the 
United States by the end of 1995 and to have cross-border access 
to all of Mexico by the end of 1999. 


Moreover, U.S. trucking companies will be permitted for the first 
time to use their own drivers and equipment for international 
shipments between the United States and Mexico. 


NAFTA provides U.S. charter and tour bus operators full and 
immediate access to the cross-border market; U.S. regular bus 


route companies will gain full cross-border access by the end of 
1996. 


The NAFTA will also make permanent current measures allowing U.S. 
rail carriers access to the Mexican market, including the 
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ability to market rail services directly, run trains into Mexico, 
and invest in terminals and railroad spurs or feeder lines. 


The NAFTA standstill agreement assures continued favorable access 
to Canadian markets by ensuring that future Canadian laws, 
regulations and policies do not discriminate unfairly against 
U.S. land transportation service providers. 


B. Consultations on Standards 
The NAFTA provides for ongoing trilateral consultations on safety 


standards and increased transparency in the Mexican regulatory 
process. 
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PHARMACEUTICALS 





I. RECENT GROWTH IN U.S. EXPORTS 





The combined Canadian and Mexican market is the third-largest 
export market for U.S. pharmaceutical products. 


U.S. exports of pharmaceuticals to Canada grew from $264 million 
in 1987 to $646 million in 1991, an increase of over 145 percent. 
U.S. exports of pharmaceuticals to Mexico grew from $61.3 million 
in 1987 to over $121 million in 1991. The United States in 1991 
enjoyed a $230 million surplus in pharmaceuticals trade with 
Canada and a $34 million surplus with Mexico. 


The Mexican pharmaceutical market was estimated at $2 billion in 
1991. Domestic production of medicinal chemicals and other raw 
materials for finished pharmaceuticals only satisfies an 
estimated 70 percent of domestic requirements. 


II. EXISTING BARRIERS 


Mexico’s enforcement of patent protection provided by its 1991 
patent law revisions is inadequate. Firms now have only a 
limited ability to obtain process patents (particularly important 
for chemicals and pharmaceuticals). Moreover, foreign 
pharmaceutical firms are proscribed from sales into Mexico’s 
government market. 


Burdensome compulsory licensing requirements in Canada have 
allowed Canadian generic drug companies to copy U.S.-patented 
drugs and pay unfairly low royalties. 


III. NAFTA’S BENEFITS FOR U.S. PHARMACEUTICALS 
A. Tariff Elimination 
NAFTA ensures that Mexican tariffs on pharmaceuticals are 


eliminated within 10 years, with tariffs on some products 
eliminated immediately. 


B. Elimination of Import Licenses 


NAFTA provides for the immediate elimination of Mexico’s import 


licenses, which are converted to tariffs ana phased out over 10 
years. 


ou. 


CG, Improved Protection for Intellectual Property Rights 


Mexico’s 1991 patent law eliminated prior exceptions to patent 
protection for certain technologies (including pharmaceuticals). 
NAFTA will obligate Mexico to maintain this protection and ensure 
that minimum enforcement measures and procedures are available in 
each of the NAFTA countries. 


The NAFTA patent provisions will virtually eliminate compulsory 
licensing for pharmaceutical products and extend the term of 
patent protection to at least 20 years, as compared to the 
current 10 years in Canada. 


Under NAFTA, any of the countries may deny patent protection to a 
given technology if it is deemed necessary to prevent its 
commercial exploitation or in order to protect public order or 
morality, or to avoid hurting the environment. 


D. Open Government Procurement 


NAFTA opens immediately Mexican government procurement of 
biologicals and patented drugs. Government procurement of 
remaining drugs (non-patented and off-patent) will be opened 
after eight years. 
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TELECOMMUNICATIONS 





I. RECENT GROWTH IN U.S. EXPORTS 





Canada and Mexico ranked first and second as export markets for 
U.S. telecommunications equipment in 1991. U.S. sales to Mexico 
reached $800 million in 1991, nearly double the level in 1987, 
yielding a U.S. trade surplus of $466 million. U.S. exports of 
telecommunications equipment to Canada in 1991 reached $828 
million, a 250 percent increase from the 1987 level. 


Mexico’s market for telecommunications equipment and services is 
valued at $6 billion, and is growing rapidly. The Canadian 
market for equipment and services is conservatively estimated at 
$18. billion. 


II. EXISTING BARRIERS 


High Mexican tariffs hamper the ability of U.S. companies to 
compete in the Mexican market. The average Mexican tariff on 
telecommunications equipment is 15 percent, compared to the 
highest U.S. ‘tariff of 8.5 percent. 


Mexican parastatals, such as Telecomunicaciones de Mexico 
(TELECOMM) and Telefonos de Mexico (TELMEX) before its 
privatization, have traditionally used a "Buy National" policy, 
which restricts market access by foreign equipment manufacturers. 


Procedures for testing and certification of telecommunications 
equipment in Mexico are time consuming and cumbersome and the 
Secretariat of Communications and Transportation (SCT) does not 
accept foreign test data. 


Mexican standards for telecommunications equipment far exceed the 


U.S. requirement of "no harm to the network," and standards- 
making procedures are not transparent. 


III. NAFTA’S BENEFITS FOR U.S. TELECOM FIRMS 





A. Tariff Elimination 


NAFTA eliminates immediately Mexican tariffs on over 80 percent 
of U.S. telecommunications equipment exports. This includes 
telecommunications line equipment, private branch exchanges, 
modems, and equipment for cellular telephones and broadcasting. 


§3 


Telecommunications parts exports, which account for over 40 © 
percent of U.S. telecommunications exports to Mexico, also will 
benefit from immediate removal of Mexican tariffs. 


Tariffs for the remainder of the telecommunications equipment the 
United States exports to Mexico, including switches and radio 
transmitters and receivers, will be phased out over five years. 
Our exports of these products totalled $134 million in 1991, or 
17 percent of all U.S. telecommunications exports to Mexico. 


B. NAFTA Opens Mexican Government Procurement 


The NAFTA ensures that U.S. companies will be able to bid on 
lucrative Mexican government contracts, including purchases by 
TELECOMM. 


Ci Harmonization of Standards 


Under the NAFTA, Mexico has agreed to streamline its testing and 
certification procedures for telecommunications equipment and to 
accept foreign test data. NAFTA countries will also initiate a 
long-term process to harmonize standards for telecommunications 
products. 


The application of standards for terminal equipment will be 
limited to those necessary to protect the network and the safety 
of the people who work with it. 


D; Clearer Rules of Origin 


The simplified NAFTA rule of origin reduces the burden on U.S. 
businesses, while assuring that telecommunications equipment 
contains North American printed assemblies. 


E. Enhanced Access to Mexico’s Services Market 


NAFTA guarantees cost-effective access to Mexico’s telephone 
system for U.S. businesses and enhanced services providers. 
Basic telecommunications services are exempt from the NAFTA for 
all three countries. 


A separate NAFTA Telecom Services Annex will guarantee private 
companies access to and use of the public telephone network for 
their own internal communications networks. NAFTA also 
liberalizes the provision of enhanced services, including voice 
mail, electronic mail, on-line databases, and computer processing 
applications. 
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Specifically, NAFTA provides that: 


fe) The price of public telecommunications services must 
reflect the economic cost of service, not subsidized 
services and programs; 


° Private leased lines, which are necessary to establish 
intracorporate networks or provide enhanced services, 
must be available for a fixed monthly charge; 


fe) Firms and individuals can purchase or lease their own 
telecommunications equipment ---.such as phones, faxes 
and computers -- and freely attach them to Mexico’s 
public phone system; 


fo) Firms and individuals can interconnect their private 
networks with the public phone system or with other 
networks; and 


fe) U.S. firms are free to use their own computer 
interfaces and perform other technical functions 
essential to specialized communications systems. 


IV. MARKET OUTLOOK 


NAFTA’s liberalization comes just as Mexico’s need for 
telecommunications equipment is booming, due in large part to 
TELMEX’s $13 billion investment through 1996. Indeed, U.S. sales 
to Mexico grew 53 percent in the first quarter of 1992 and are 
expected to expand sharply under the NAFTA. 
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TEXTILES AND APPAREL 


I. RECENT GROWTH IN U.S. EXPORTS 


The Canadian and Mexican markets are the two largest export 
markets for U.S. textile and apparel products and are growing 
rapidly. 


U.S. exports of fibers, textiles and apparel to Canada grew from 
$819 million in 1988 to $1.77 billion in 1991, an increase of 
over 116 percent. U.S. exports of textiles and apparel to Mexico 
grew from $652 million in 1988 to over $1.1 billion in 1991, an 
increase of almost 74 percent. 


In 1990, over 80,000 U.S. jobs in the textile and apparel 
industries were supported by exports to Canada and Mexico. 


II. EXISTING BARRIERS 


Mexican tariffs of 10 to 15 percent apply to virtually all 
fibers, yarns and fabrics; tariffs of 20 percent apply to most 
finished products and apparel. 


Mexico imposes special taxes, fees, and surcharges, including 
customs processing fees, import permits, and onerous labeling 
requirements on textile imports. 


III. NAFTA’S BENEFITS FOR THE SECTOR 
A. Tariff Elimination 


The NAFTA will eliminate in six years or less Mexican tariffs on 
over 80 percent of U.S. exports of textile and apparel products. 


B. Stricter Rules of Origin 


The yarn forward rules-of-origin for most textiles and apparel 
will ensure that Mexico will not be used as an "export platform" 
into the United States and that substantial manufacturing will be 
done within North America. 


oi Special Safeguards 


During the NAFTA ten-year phase-in period, a special safeguard 
mechanism will apply to textile products. During that period, 
quotas may be imposed on imports of non-NAFTA goods (goods from 
NAFTA countries not meeting the strict textiles rule of origin) 
in the event of surges in imports of such goods. There is also a 
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tariff "snap-back" provision to redress surges in imports of 
NAFTA origin goods. 


Ds Long Transition for U.S. Industry 


Textile and apparel quotas, set pursuant to the Multi-Fiber 
Arrangement (MFA), will be phased-out during the ten-year 
adjustment period. Quotas will remain on the most import- 
sensitive products for the full ten-year period. 
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CHAPTER 2 
JOBS, WAGES, AND GROWTH: ECONOMIC ANALYSES OF THE NAFTA 
INTRODUCTION 


In his May 1, 1991 Response to Congress, the President 
pledged to rely upon the best economic analyses of academia and 
the private sector, as well as the advice of Congress and 
industry groups, in crafting an agreement that is in this 
nation’s interest. Beyond the analyses that were available at 
the time of the President’s fast track extension request, the 
Administration stated that it would seek out the best possible 
new economic analyses of a NAFTA and encourage their use in 
public and Congressional consideration of a concluded agreement. 
As a result: 


fe) At the Administration’s request, the U.S. International 
Trade Commission (ITC) analyzed in 1991 the probable effects 
of a trade agreement with Mexico on U.S. industries. U.S. 
tariff negotiators relied on this analysis, as well as on 
input from the public hearings and the private sector, in 
developing the U.S. position on tariff staging. 


fe) Moreover, again at the Administration’s request, the ITC 
held a conference in February 1992 to evaluate and critique 
the major academic studies of the economic impact of NAFTA. 
In May 1992, the ITC released its report, which found "a 
surprising degree of unanimity" among the various studies in 


predicting aggregate export, job, and wage gains in the 
United States, as well as in the other NAFTA countries. 


fe) The Administration has also closely reviewed the dozens of 
independent studies that have been completed in the 15 
months since the start of the NAFTA negotiations, 
incorporating key findings and concerns into its overall 
negotiating strategy and objectives.!? 


Section I of this chapter summarizes the results of the 
economic studies that have been conducted of a North American 
Free Trade Agreement. 


lfor example, early studies indicated that a full anda 
immediate liberalization of Mexican grain imports might lead to a 
displacement of farmers in Mexico rapid enough to increase 
Mexican emigration to the United States and thereby lower wages 
of U.S. unskilled workers. As a result, Mexican grain import 
liberalization in the NAFTA agreement is phased in over a 15-year 
period to provide a lengthy transition period for displaced 
Mexican farmers to find alternative employment. 
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Section II presents the consensus view of the more than 
twenty studies that have been conducted to date that NAFTA will 
increase U.S. exports, jobs, and wages. Section IIT points to 
ways in which the actual NAFTA agreement goes beyond the 
theoretical agreement assessed in the economic studies, and thus 
will yield even greater benefits for the U.S. economy than 
envisioned in those studies. 


Section IV critiques the two hypothetical modelling 
exercises that have been cited by critics of the NAFTA. This 
section demonstrates that these studies rely on unrealistic 
assumptions and have been misused or misinterpreted. 


I. FORMAL STUDIES FIND EXPORT AND JOB GAINS FROM NAFTA 


At the time that the President requested an extension of 
fast-track negotiating authority in March 1991, three formal 
economic studies of the impact of a free trade agreement had been 
completed (ITC, Peat-Marwick, and Clopper Almon). The conclusion 
of each was that the United States would gain modestly from a 
NAFTA through increased exports, output, employment, and wages. 


Over the past 15 months, there has been an unprecedented 
amount of intellectual and analytical effort focused on the 
effects of a North American Free Trade Agreement. There are now 
dozens of major new studies of the economic impact of a NAFTA. 
Several attempts have been made to gather the researchers 
together and to compare and contrast their studies, including: a 
February 1992 symposium conducted by the ITC, a conference hosted 
by the Brookings Institution in April 1992, and a study by the 
Institute for International Economics (issued in February 1992, 
and revised in July 1992). 


As U.S. ITC Symposium Finds "Surprising Unanimity" 


In July 1991, the U.S. Trade Representative formally 
requested that the U.S. International Trade Commission conduct a 
public symposium of researchers to review their modeling on the 
effects of the NAFTA. The ITC held its symposium in Washington 


. e ' 
D.C. in February 1992. Twelve studies were presented and 





2See the detailed summary of these studies contained in 
"Response of the Administration to Issues Raised in Connection 
With the Negotiation of a North American Free Trade Agreement," 
Report to Congress by the President, May 1, 1991. 
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analyzed by 22 expert discussants before a public audience. ? 


The ITC summarized the results of its symposium by saying: 


"(Djespite the different approaches taken in these 
studies, there is a surprising degree of unanimity in 
their results regarding the aggregate effects of a 
NAFTA. All three countries [the United States, Canada 
and Mexico] are expected to gain from a NAFTA. The 
greatest impact will be on the Mexican economy, with 
less impact on the Canadian and U.S. economies.... 


"In general, the papers presented at the USITC 
symposium found that the NAFTA promises economic 
benefits for all three nations involved, that the 
dynamic gains [growth effects] from a NAFTA would far 
outweigh the static gains [efficiency effects], and 


that aggregate real wages of U.S. workers would 
w 


rise. 


The summary of the ITC proceedings noted that the broad 
consensus of research suggested that the NAFTA would increase 
U.S. real gross domestic product by as much as 0.5 percent. In 
1991 dollars, this represents an increase of $30 billion 
annually. It further noted that, with one exception, all studies 
projected increases in aggregate U.S. employment, ranging from 
Q.1 percent to 0.2 percent. Given 1991 employment levels, 
these figures equate to up to 234,000 net new jobs. Finally, the 
ITC survey noted that aggregate real wage increases in the 
studies represented at the symposium ranged from 0.1 percent to 
0.3 percent. 


B. The Brookings Institution Conference 


On April 9-10, 1992, the Brookings Institution conducted a 
conference assessing the state of empirical research on the 
consequences of a NAFTA. There was some overlap of the studies 
reviewed between the Brookings and the ITC efforts, but Brookings 


3The papers, remarks by discussants, and an ITC overview and 
summary were published in May 1992 in U.S. International Trade 
Commission, “Economy-Wide Modeling of the Economic Implications 
of a FTA with Mexico and a NAFTA with Canada and Mexico," USITC 
Publication 2516 and 2508, May 1992. 


4USITC Pub. No. 2516, op. cit., page v and page 1. 


“The partial exception was the two policy scenarios in 
Hinojosa and Robinson (see USITC, #2516, op. cit., page vi and 
page 12), which include a projected reduction in the employment 
of Mexican immigrant labor in the United States. 
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introduced and reviewed a broad spectrum of additional research 
on NAFTA as well. In all, the work of some 30-40 researchers was 
discussed and analyzed at the conference, which included roughly 
85 participants and observers from academia, government and non- 
governmental organizations, and the media. 


A summary® of the Brookings conference written by the 
conference coordinators (Nora C. Lustig, Barry P. Bosworth, and 
Robert Z. Lawrence of the Brookings Institution) found that 
analyses that considered the effects of trade liberalization on 
broader economic developments -- including increased savings and 
investment and thus higher rates of economic growth -- showed 
even more positive effects from NAFTA than those studies that 
examined NAFTA’s effects in a narrower sense. 


On the wage effects of NAFTA, the Brookings summary states 
that "the general consensus of the studies...is that NAFTA will 


raise the average wage of U.S. workers and that the effect on 


low-wage workers will be negligible." 
Ce: The Institute for International Economics Study 


In July 1992, the Institute for International Economics 
(IIE) updated a comprehensive study it had issued in February 
1992 analyzing the economic impact of a NAFTA.® IIE’s revised 
estimate is that, with NAFTA, the number of U.S. jobs supported 
by exports to Mexico will surpass i million by 1995. On a net 
basis, the U.S. job increase resulting from NAFTA in 1995 could 
be as high as 175,000, according to IIE. 


D. Positive Effects on U.S. Wages Also Projected 


In addition to the employment gains summarized above, 
virtually all academic studies show NAFTA increasing U.S. wages, 
as well. The ITC’s survey of a dozen economy-wide models of 
NAFTA found that real wages would increase by up to 0.3 percent 
once NAFTA is fully implemented. 


®Brookings Institution, “NAFTA: An Assessment of the 
Research", edited volume of proceedings and papers from 
conference held on April 9 and 10, 1992 (forthcoming). 


7Brookings Institution, Gs. Git.; page 4; 


"North America Free Trade Agreement: An Update," July 27, 
1992, Institute for International Economics. 


*Hufbauer, Gary Clyde, and Jeffrey J. Schott, North American 
Free Trade: Issues and Recommendations. Institute for 
International Economics, Washington, D.C. 1992, pp. 57-60. 
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Further, NAFTA may well reduce Mexican migration to the 
United States, helping to strengthen the wages of U.S. low- 
skilled, low-wage workers. Models that took immigration into 
account suggest that NAFTA’s positive effect on Mexico’s process 
of domestic economic reform would reduce worker migration from 
Mexico to the United States. A better-performing Mexican economy 
would offer more job opportunities for Mexican workers in Mexico. 


Alternative scenarios allowing for the effects of decreased 
immigration to the United States?® found that U.S. urban 
unskilled and rural workers’ wages would consequently rise by up 
to 5.7 percent. With fewer immigrants available to compete in 
the United States for the low-wage jobs, labor scarcity pushes up 
blue-collar wages in the United States. 


II. NAFTA’S BENEFITS WILL BE EVEN GREATER THAN ENVISIONED IN 
NARROWLY DEFINED ECONOMIC MODELS 


The more comprehensive the liberalization of trade and 
investment in North America, the greater the economic gains for 
the United States. The terms of the actual NAFTA agreement are 
much more comprehensive than most of the economic modelers 
envisioned at the time of their research: 


For example, the studies generally do not take into account 


oO The agreement’s removal of barriers to trade in 
services, especially finance, telecommunications, and 
land transport; 


fe) The agreement’s removal of some non-tariff measures, 
such as access restriction on government procurement 
and regulatory impediments to foreign access to the 
Mexican energy sector; and 


re) The agreement’s many changes to rules and regulations 
- such as improvement in intellectual property rights 
protection, the elimination of trade-restricting 
investment measures, fairer rules with respect to 
standards, testing and licensing, and better dispute 
settlement procedures. 


10Hinojosa-Ojeda, Raul and Sherman Robinson, "Alternative 
Scenarios of U.S.-Mexico Integration: A Computable General 
Equilibrium Approach," Working Paper No. 609, Department of 
Agricultural and Resource Economics, University of California, 
Berkeley, April 1991; Two Migration Scenarios (experiment 4b and 
5b), p>. 28. 
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Further, as the IIE and others have noted, formal models of 
a free trade agreement with Mexico underestimate the impact of 
NAFTA because a successful NAFTA is only one part of a package of 
Mexican reforms, including sweeping privatization, significant 
liberalization of the Mexican oil sector, fiscal and monetary 
restraint, and other reform measures. 


III. STUDIES THAT SUGGEST NEGATIVE OUTCOMES RELY ON UNREALISTIC 
ASSUMPTIONS OR MISREPRESENT THE CONCLUSIONS OF THEIR MODELS 





Two studies have concluded that a free trade agreement with 
Mexico might produce negative consequences for the United States; 
both studies are flawed. 


A. EPI Study on Jobs 


The AFL-CIO-affiliated Economic Policy Institute (EPI) has 
been cited as stating that NAFTA will cost the United States 


550,000 jobs.1+ This is simply not the case, as a careful 
review of the study on which this assertion is based reveals. 


The EPI assertion is based upon the results of an economic 
modelling exercise with extreme and unrealistic assumptions -- 
dictated by EPI -- including a world with only two countries, 
Mexico and the United States, in which, by definition, any 
increase in investment by U.S. investors in Mexico results ina 
dollar-for-dollar reduction in investment in the United States. 


The EPI assertion also misrepresents the conclusions of the 
model. Indeed, the study underlying EPI’s claim shows no net job 
loss in the United States. The model does show that 1.6 million 
potential Mexican immigrants forgo migration to the United States 
for jobs in their home country, as NAFTA increases Mexican 
standards of living and lowers the economic pressures for 
emigration. 


The so-called "job losses" in the EPI study are thus, in 
fact, fewer immigrants from Mexico competing for jobs in the 
United States as a result of NAFTA. Indeed, the EPI study 


suggests a_net increase of up to 317,000 jobs as well as a nearly 
five-percent increase in real wages for low-wage workers in the 


United States because there are fewer immigrants available to 
compete in the United States for the low-wage jobs. 





11Paux, Jeff and Thea Lee, "The Effect of George Bush’s 
NAFTA on American Workers: Ladder Up or Ladder Down?", Economic 
Policy Institute, July 1992. 
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B. Leamer Study on Wages 


Second, a study by Edward Leamer (UCLA)1!* speculates that 
imports from Mexico might change finished goods prices in the 
U.S. market by an amount sufficient to reduce the annual income 
of low-skilled workers by about $1000 annually. The Leamer study 
is an outlier; it stands in marked contrast to the more than 
twenty academic studies that have shown that NAFTA would increase 
U.S. incomes. 


The author of this study himself admits "the [estimates] are 
highly uncertain...because the precise economic theory that 
underlies the computation is not compelling."?% Leamer 
acknowledges that his rough working paper is merely "conjecture" 
and subject to a very wide margin of error. 


Further, the study makes a number of flawed assumptions. 
For example, it assumes that Mexico is large relative to the 
United States and able not only to meet the entire demand for 
U.S. imports of a good but also to supply enough of the product 
to significantly force down prices in the U.S. market. This is 
highly unrealistic, given the fact that Mexico’s economy is only 
1/20th as large as the United States and is too small to have a 
major effect on the U.S. market. Indeed, for many goods, U.S. 
imports exceed total Mexican production. Thus, to produce a 
Mexico large enough to affect the U.S. market, the Leamer study 
also assumes that Mexico is able to raise the level of its labor 
productivity to OECD levels. This would require Mexico to triple 
or quadruple its productivity, an accomplishment that took Japan 
more than 30 years in the post-war period. And even if such a 
feat were possible, the Leamer results would only be achieved if, 
during the period that Mexican labor productivity was improving, 
the U.S. economy did not grow. 


Finally, the Leamer study does not specifically analyze the 
effects of NAFTA’s elimination of tariffs, quotas, and other 
barriers, as did the studies the ITC surveyed. Importantly, the 
Leamer study also does not take into account the effect of NAFTA 
on Mexican emigration to the United States. Other studies have 
found that NAFTA’s potential for job creation in Mexico would 


12,eamer, Edward E., "Wage Effects of a U.S. - Mexican Free 
Trade Agreement" NBER Working Paper No. 3991. Cambridge, Mass: 
National Bureau of Economic Research, February 1992. 


l3,eamer, op. cit., page 45. 


147eamer, op. cit., page 44. 
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curb the movement of low-skilled Mexican workers into the United 
States, thereby pushing up, rather than depressing, the wages of 
U.S. workers. The study is simply not a realistic evaluation of 
the effects of the NAFTA agreement -- nor has the author himself 


asserted that it is. 
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CHAPTER 3 


CONSULTATIONS WITH CONGRESS AND THE PRIVATE SECTOR 


INTRODUCTION 


In his May 1 Response to Congress, the President committed 
"to consult fully with Congress and the private sector." 


The NAFTA negotiations have involved the most extensive 
Congressional and private sector consultations ever conducted in 
conjunction with a major trade negotiation. 


Indeed, Chairman Rostenkowski of the House Ways and Means 
Committee publicly stated on June 17, 1992, that USTR has been 
"relentless" in keeping Congress informed and that Congress 
“cannot fault the Administration for secrecy." 


Since the NAFTA negotiations began in mid-1991, Ambassador 
Hills and her interagency negotiating team have held nearly 1000 
briefings and consultations with Congress, private sector 
advisors, trade associations, business groups, and the public at 


large. This amounts to an average of three briefings per work 
day since the talks were launched. 


In addition, in February 1992, the United States Trade 
Representative led a delegation of 27 private sector advisors and 
11 Members of Congress (plus 4 staffers) on a trip to Mexico 
City. While in Mexico, the delegation exchanged views on the 
NAFTA with Mexican President Salinas; the Mexican Commerce, 
Labor, Environment, Energy, and Agriculture ministers; the 
Mexican NAFTA negotiating team; and representatives of the 
Mexican private sector. 


I. CONSULTATIONS WITH CONGRESS 


The Administration has had extended consultations with 
Members of Congress as well as with staff from approximately 18 
House and Senate committees that are interested in the NAFTA 
negotiations. 


Before initial texts were tabled, negotiators consulted with 
all committees of jurisdiction. House Ways and Means, Senate 
Finance, Majority Leader Gephardt’s and Speaker Foley’s staffs 
were invited to all sessions on these texts. 


Throughout the negotiations, the Administration has made the 
most recent NAFTA negotiating texts available to Members of 
Congress and their staff members (with the appropriate security 
clearances). The first texts were sent to the Hill beginning on 
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December 10, 1991. Copies of all texts were sent to the Senate 
Finance Committee, the House Ways and Means Committee, the Office 
of Senate Security, and to Majority Leader Gephardt. 


As the texts have evolved, the Administration has continued 
to send the revised texts to the House Ways and Means and Senate 
Finance Committees, the Office of Senate Security and the Office 
of House Majority Leader Gephardt. Texts that would fall under 
the jurisdiction of committees other than House Ways and Means 
and Senate Finance were sent to the appropriate committee of 
jurisdiction and consultations were held with the staffs of these 
committees. 


II. CONSULTATIONS WITH THE PRIVATE SECTOR AND INDIVIDUAL 
CITIZENS 


The Administration has actively solicited advice and support 
from the private sector throughout the negotiation of the 
agreement, while also providing frequent briefings to private 
sector advisors, business groups, and the public at large on the 
status and objectives of the negotiations: 


fe) At the outset of the negotiations, in August-September 
1991, USTR held an unprecedented series of public 
hearings on NAFTA in six American cities. 


° Over the past 15 months, Ambassador Hills and her 
interagency negotiating team have held 350 meetings to 
consult with and brief members of the official advisory 
committees.’ Copies of negotiating texts were also 
made continually available to each of USTR’s private 
sector advisory committees for their review. 


fo) NAFTA negotiators have held more than 350 additional 
briefings for trade associations and private sector 
organizations throughout the country. 


fe) USTR has received and evaluated a steady stream of over 
300 recommendations from individuals, companies, trade 
unions, associations and other organizations, which 
have also informed and helped to shape U.S. negotiating 
objectives. 





'By statute, the Office of the United States Trade 
Representative (USTR) has forty advisory committees, composed of 
more than 1,000 representatives of industry, labor, consumer and 
environmental interests, and one committee of state and local 


government officials. Together, these committees provide advice 
on all U.S. trade negotiations. 
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III. CONSULTATIONS ON OTHER RELEVANT ISSUES 
A. Environmental Issues 


The Administration has sought to involve the private sector, 
environmental groups, and the public at large in the development 
of cooperative environmental activities: 


fe) EPA held hearings in 16 border cities and solicited 
public comments in the Federal Register to develop a 
comprehensive "Integrated Environmental Plan for the 
U.S.-Mexico Border" to deal with air, soil, water, and 
hazardous waste problems in the border area. 


fe) USTR and EPA conducted extensive public hearings in six 
U.S. cities in connection with their joint "Review of 
U.S.-Mexico Environmental Issues," conducted pursuant 
to the President’s commitment in his May 1, 1991 letter 
to Congress. 


B. Worker Adjustment Assistance 


The Administraticn began consulting with Congress in May 
1992, when the contours of the NAFTA agreement first emerged, to 
develop a worker adjustment program that would ensure that 
workers receive the "prompt, comprehensive, and effective" 
services promised by the President on May 1, 1991. Officials 
from the Department of Labor, the Office of Management and 
Budget, and USTR have had continuing consultations with business 
and labor groups, as well as with key Congressional staff since 
then. 


Based on discussions with Congressional leaders and private 
sector advisory committee members (including the Labor Advisory 
Committee), the Department of Labor invited a broad cross-section 
of interests, including labor, business, agriculture, academics, 
and the public at large to respond to a detailed "Consultation 
Outline." The Outline was sent to 175 labor and business 
organizations soliciting their views on worker adjustment policy. 
It was also published in the Federal Register to provide further 
opportunity for public comment. 


The new, comprehensive worker retraining program announced 
by the President on August 24, 1992 -- Advancing Skills through 
Education and Training Services (ASETS) -- is responsive to the 
concerns raised during the consultations with Congress, business, 
agriculture, and labor groups on the specific needs of workers 
who may be affected by the NAFTA. 
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CHAPTER 4 


NAFTA’S ADJUSTMENT PROVISIONS AND 


THE PRESIDENT’S WORKER TRAINING PROPOSAL 


INTRODUCTION 


As all credible economic studies indicate, the NAFTA will 
result in a net positive effect on U.S. employment through export 
and job growth. (See Tab 2.) Accordingly, the agreement itself 
will function as an affirmative adjustment mechanism by providing 
improved job prospects and boosting U.S. wages for American 
workers. 


At the same time, the President remains strongly committed 
to addressing any dislocations that may arise as a result of 
trade liberalization. Thus, the NAFTA contains explicit 
adjustment provisions to smooth the transition to free trade, and 
is accompanied by the President’s new, comprehensive worker 
adjustment and training proposal. 


I. SMOOTH TRANSITION TO FREE TRADE 


The positive economic effects of NAFTA will create new job 
opportunities and boost wages for American workers. U.S. exports 
to Mexico totalled a record $33.3 billion in 1991, supporting 
more than 600,000 American jobs. Our exports to Mexico are 
increasing twice as fast as our exports to the rest of the world. 
Under NAFTA, it is projected that exports to Mexico will support 
more than’ 1 million U.S. jobs by 1995. 


The transition to free trade with Mexico should result in 
minimal adjustment pressures in the United States for two key 
reasons. First, Mexico’s economy is very small relative to that 
of the United States; in fact, Mexico’s economy is 1/20th the 
size of the U.S. economy. Total U.S. merchandise imports from 
Mexico equal roughly one-half of one percent of U.S. GDP. 


Second, more than half of Mexico’s exports to the United 
States already are eligible to enter duty free. Thus, by 
eliminating Mexican tariffs, which are still two and a half times 
higher on average than U.S. tariffs, NAFTA will level the North 
American playing field, improving the competitive position of 
U.S. workers. 


However, to further smooth the transition to free trade, the 
NAFTA contains, as the President committed it would: (1) 
transition periods of up to 15 years for the gradual elimination 
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being injured by increased imports from Mexico or Canada; and 
(3) tough rules of origin that guarantee that the benefits of 
NAFTA tariff cuts accrue to North American-made products only. 


In addition, to further ensure that Mexico does not become a 
platform for exports from non-NAFTA countries, the NAFTA goes 
beyond the May 1 commitments by eliminating export performance 
requirements and duty "drawback." 


II. LENGTHY TRANSITION PERIODS 


In his May 1, 1991 Response to the Congress, the President 
committed to seek transition periods in which duties and other 
barriers would be phased out in small increments in sensitive 
sectors. The President also indicated a willingness to consider 
transition periods longer than those contained in the CFTA. 


The market access provisions of the NAFTA fulfill this 
commitment. 


yo NAFTA Will Level the Playing Field 


NAFTA will require deep and immediate reductions in Mexican 
tariffs on U.S. exports, leveling the North American playing 
field. On the day NAFTA enters into force, 50 percent of all 
U.S. exports will enter Mexico completely duty free. Within five 
years, this percentage will rise to over two-thirds. 


It is notable that all Mexican tariffs on industrial 
products will be phased out within 10 years (versus 15 years for 
some U.S. goods). Plus, Mexican tariffs on all but five 
agricultural products (corn, dry beans, powdered milk, orange 
juice, and sugar) will also be eliminated within 10 years. 


These far-reaching reductions will be supplemented by the 
following additional NAFTA benefits: 


° A prohibition on Mexico raising tariffs on U.S. exports 
above current levels. Under international trade rules, 
absent NAFTA, Mexico would have the right to raise its 
tariffs to 50 percent. 


fe) Complete elimination of import licenses and other non- 
tariff trade barriers either immediately or within 10 
years for items such as certain agricultural 
commodities, pharmaceutical inputs, and used computer 
equipment, tractors, and industrial machinery. (See 
Tab 1 for additional information on NAFTA’s market 
opening provisions. ) 
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B. Special Transition Periods for Sensitive Products 


NAFTA also contains long -- and extra long -- transition 
periods for U.S. tariff reductions to facilitate adjustment in 
sensitive sectors. These provisions were negotiated based on 
close, ongoing consultation with representatives of the U.S. 
industries involved and in light of the conclusions of a 1991 
study by the U.S. International Trade Commission of the probable 
economic effects of tariff changes on import-sensitive products. 


In the United States, certain import-sensitive products -- 
including both manufactured and agricultural items -- will 
benefit from an extra-long phase-out period of up to 15 years 
(five years longer than the maximum phase-out period in the 
CFTA). Manufactured products on this list include certain 
household glassware products, certain footwear products, ceramic 
tile, broomcorn brooms, and certain watches and watch movements. 
‘Agricultural and fisheries items eligible for this extended 
phase-out include orange juice, peanuts, sugar, sprouting 
broccoli, cucumbers, asparagus, dried onion powder, dried onions, 
dried garlic, canned tuna, cantaloupes, and other melons. 


NAFTA also provides extended 10-year phase-out periods for 
U.S. tariffs on many additional manufactured items as well as 
some agricultural items. Manufactured items covered under this 
10-year phase-out schedule include dyes and pigments, other 
footwear, ball bearings, bicycles, leather goods, many chemicals, 
crude oil, and fuels. U.S. agricultural items contained in the 
10-year phase-out schedule include certain onions, tomatoes, 
eggplant, chili peppers, squash, and watermelons. 


In the textiles and apparel sector, both U.S. tariffs and 
quotas (where applicable) will remain in place for up to ten 
years for the most sensitive products, such as men’s wool suit 
coats and sexen fabrics. 


III. IMPROVED SAFEGUARDS 


In his May 1 Response to Congress, the President committed 
to include safeguard provisions in the NAFTA that would allow us 
to respond effectively and quickly if there were injurious 
increases in imports from Mexico or Canada. 


Specifically, the President stated that the NAFTA should 
include: 


fe) A_ bilateral safeguard mechanism that permits 
reimposition of MFN tariff rates for a temporary period 
for sensitive products if imports from Mexico or Canada 
cause serious injury; and 
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fe) A global safeguard mechanism that retains our right to 
impose quotas or tariffs on imports from Mexico or 
Canada .as part of a safeguard action on imports from 
other trading partners, so long as either or both other 
NAFTA countries are contributing to serious injury to 
U.S. companies. 


The Emergency Action (Safeguards) Chapter of the NAFTA not 
only fulfills these commitments, but goes well beyond them to 
establish: (1) safeguard mechanisms that are superior to those 
contained in the U.S.-Canada Free Trade Agreement; (2) a special 
safeguard mechanism for agricultural products; (3) a special 
safeguard mechanism for textile and apparel products; and 
(4) transparency, due process, and compensation provisions to 
prevent our trading partners from arbitrarily using the safeguard 
mechanism to impede U.S. exports. 


Ae Bilateral Safeguard Mechanism 


The Safeguards Chapter of the NAFTA establishes a bilateral 
safeguard mechanism that will permit the "snap-back" to pre-NAFTA 
or MFN tariff rates for up to three years -- or 4 years for 
extremely sensitive products -- if increased imports from Mexico 
resulting from the elimination of a U.S. tariff constitute a 
substantial cause of serious injury, or threat thereof, to a U.S. 
domestic industry. 


This mechanism improves upon the bilateral safeguard 
mechanism included in the CFTA in three key respects: 


fo) First, under the NAFTA, the United States may take a 
bilateral safeguard action against imports from Mexico 
even if increased imports only threaten serious injury. 
By contrast, under the CFTA’s bilateral safeguard, 
which remains in effect between the United States and 
Canada until the end of that agreement’s transition 
period (1998), action can be taken only if increased 
imports in fact cause serious injury. 


fe) Second, the NAFTA bilateral safeguard permits up to 
four years of relief for highly sensitive products with 
the longest tariff phase-outs -- a year longer than the 
CFTA’s three-year maximum. 


fe) Third, once the three- or four-year period of relief 
has expired, the NAFTA mechanism allows for a 
recalibration of the original tariff phase-out 
schedule, so that the effect on the relevant domestic 
industry will be more gradual. By contrast, the CFTA 


mandated an abrupt return to the original tariff 
schedule. 
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B. Global Safeguard Mechanism 


NAFTA’s global safeguard mechanism would allow the 
imposition of tariffs or quotas on imports from Mexico and/or 
Canada as part of a multilateral safeguard action when imports 
from either or both countries are a substantial cause of serious 
injury, or threat thereof, to a domestic industry. 


Moreover, the NAFTA provision -- which will immediately 
supplant the corresponding CFTA provision -- avoids the use of 
arbitrary import penetration ranges as the basis for excluding 
Canada or Mexico from broader safeguard actions. 


Thus, where the CFTA provided that imports accounting for 5 
to 10 percent of total imports normally would not be considered 
"substantial" and, therefore, could be excluded from a safeguard 
action, the NAFTA provides for potential exclusions based on 
(1) a country’s ranking among all suppliers and (2) whether 
imports from a NAFTA country individually or from all NAFTA 
countries collectively contribute importantly to the serious 
injury. 


Bis Safeguard for Sensitive Agricultural Products 


The NAFTA will contain a special safeguard mechanism for 
import-sensitive agricultural products (onions, tomatoes, 
eggplant, chile peppers, squash and watermelons, in the case of 
the United States). 


First, as discussed above, U.S. tariffs on these products 
will be phased out gradually over a ten-year period. Second, 
these products will be protected from sudden import surges by a 
special safeguard provision that will operate as follows: 


fe) A designated quantity of imports will be permitted to 
enter at a NAFTA preferential tariff rate. 


fe) If imports exceed the designated quantity, the 
importing country may apply a tariff-rate quota based 
on the MFN tariff rate in effect at the time NAFTA 
enters into force. 


fe) For the first year, the designated quantity will be 
based generally on the highest annual trade level for 
the 1989-1991 period; thereafter, quotas will grow by 
three percent annually. 


This special mechanism will remain in effect for ten years. 
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Di Safeguard for Sensitive Textile and Apparel Products 


NAFTA establishes a special safeguard for the textile and 
apparel sector. Under this provision, an importing country may 
act to grant relief to a domestic industry if imports from 
another NAFTA country result in "serious damage" to domestic 
producers. This is a lower threshold than the "substantial cause 
of serious injury" standard of the normal NAFTA safeguard 
provision, and represents an imprcvement over the CFTA. 


If imports are found to cause "serious damage," the 
importing country is authorized to: (1) reimpose the pre-NAFTA 
MFN tariff, if the product causing injury has NAFTA origin; or 
(2) for trade between the United States and Mexico, impose or re- 
impose a quota, if the good has non-NAFTA origin. 


E. Transparency, Due Process, and Compensation Provisions 


The NAFTA Safeguards Chapter will also prevent arbitrary 
action against exporters by requiring that NAFTA countries follow 
open and transparent procedures in taking a safeguard action. 
These procedures, which are consistent with U.S. law, require, 
inter alia: 


fe) Institution of a safeguard action on the basis of a 
petition providing information that supports the 
assertions made; 


fo) Public hearings to allow all interested parties, 
foreign and domestic, to present their views; and 


fe) Prompt publication of findings and conclusions on all 
aspects of the investigation. 


Finally, to discourage the use of unjustified safeguard 
actions, the NAFTA Safeguards Chapter provides that a country 
taking an action must compensate the country whose exports are 
affected; if no compensation is agreed upon, the affected country 


may retaliate by tariff action with substantially equivalent 
effects. 


IV. TOUGH RULES OF ORIGIN 





In his May 1 Response to Congress, the President committed 
to seek strict rules of origin in the NAFTA. The NAFTA in fact 
contains tough rules of origin that ensure that NAFTA benefits 
accrue principally to NAFTA countries. 


Moreover, in key sectors -- e.gq., automotive, high tech 
goods, and textiles -- the NAFTA goes beyond the CFTA co 
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establish stricter and more detailed rules. These clearer rules 
will lend greater certainty and predictability to businesses. 


A. Strict Rules of Origin Will Facilitate Adjustment 


Rules of origin are used to determine which goods exported 
from one NAFTA country to another should benefit from the 
preferential treatment accorded under the agreement. Thus, the 
NAFTA rules of origin are not an adjustment mechanism as such; 
however, these rules are designed to prevent products originating 
outside North America from using Mexico or Canada as a pass- 
through into the United States. In this way, these rules can 
help to avoid adjustment problems. 


In general, in order to qualify for NAFTA preferential 
treatment, the NAFTA rules of origin require that imported 
products are sufficiently processed in the NAFTA region so as to 
‘Change tariff classifications -- that is, become a different 
product. In some cases, however, goods must include a specified 
percentage of North American content in addition to meeting the 
tariff classification requirement. 


B. Product-Specific Rules 


While the NAFTA rules of origin are based on those contained 
in the CFTA, in many cases they improve upon those rules to 
reflect consultations with U.S. industry during the negotiation 
of the agreement and to accord more fully with trade conditions 
between the United States and Mexico: 


fe) Automotive: Only vehicles with substantial North 
American parts and:-labor content will benefit from 
tariff cuts under NAFTA’s strict rule of origin. NAFTA 
will require that autos -- and engines and 
transmissions destined for such vehicles -- contain 
62.5 percent North American content (calculated ona 
net-cost basis), considerably more than the 50 percent 
required by the U.S.-Canada Free Trade Agreement. The 
required North American content for other vehicles 
(heavy trucks, buses, etc.) and almost all other 
automotive parts is 60 percent. In addition, NAFTA 
contains "tracing" requirements so that only the North 
American content of major components and sub-assemblies 
(e.g., engines) will be counted toward the North 
American value of the assembled vehicle. 


fe) Computers: For the first ten years that the agreement 
is in force, a computer’s "motherboard" must be 
assembled in North America in order to gain NAFTA 
benefits; thereafter, a common external tariff will be 
established for computers and computer parts. 
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fo) Electronic display devices: In order for electronic 
display devices, including televisions, to qualify for 
NAFTA origin, major components such as cathode ray 
tubes must be manufactured in North America; simple 
assembly in North America will not confer origin. 


fe) Textiles and apparel: In general, NAFTA requires that 
textiles, apparel, and other textile products be made 
in North America from the yarn-spinning stage forward. 
For cotton and man-made fiber yarns, knit fabrics and 
certain other textile products, as well as sweaters of 
man-made fibers, the NAFTA rule is even tougher: NAFTA 
content from the fiber stage (e.g., cotton or 
polyester) forward is required. Single transformation 
rules are permitted only for products for which inputs 
are not available in North America (e.g., silk). 


fe) Agricultural products: NAFTA establishes strict rules 
of origin, especially for dairy, citrus, sugar, 
tobacco, and vegetable oils. For example: 


-- No non-NAFTA milk or milk products may be used to 
make milk, cream, cheese, yogurt, ice cream, or 
milk-based drinks, including chocolate milk. 


—= All single citrus juices -- whether fresh, frozen, 
concentrated, reconstituted, or fortified -- must 
be made from 100 percent NAFTA fresh citrus fruit. 
Reconstituting concentrated juices, or fortifying 
juices, does not confer origin. These rules are 
tighter than those contained in the CFTA. 


Vv. ELIMINATION OF EXPORT PERFORMANCE REQUIREMENTS 


Currently, Mexico maintains various export performance 
requirements that condition foreign investment on achieving 
certain levels of exports and/or meeting a certain level of 
domestic content. As a result, such reguirements artificially 


promote exports, while fostering and protecting domestic 
production. 


The NAFTA requires Mexico to eliminate all export 
performance requirements within seven years. Elimination of 
these measures will remove an incentive for Mexico to become an 
export platform into the United States, while simultaneously 
providing increased opportunities for U.S. sales in Mexico by 
U.S. firms and Mexican subsidiaries of U.S. firms. 


Specifically, the NAFTA will prohibit Mexico from requiring 
that export-oriented firms (including maquilas): (1) export a 
given percentage of their production or sales; (2) export more 
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goods than they import in materials or equipment; or (3) maintain 
a positive foreign exchange balance. Moreover, Mexico will no 
longer be able to condition certain benefits on meeting these 
criteria, notably duty waivers on foreign components and capital 
equipment. 


In addition, the NAFTA requires that Mexico eliminate local 
content requirements, thus increasing the demand for U.S. inputs. 
Mexico has also agreed to allow maquilas to sell freely into its 
domestic market and, therefore, maquilas will no longer focus 
exclusively on selling into the U.S. market. 


VI. ELIMINATION OF DUTY DRAWBACK 


Duty "drawback" schemes operate to provide rebates or 
waivers of duties paid on imports used in the production of 
‘products that are exported. Thus, current duty drawback 
practices enable Mexico’s maquiladoras and other exporters to 
obtain a rebate or waiver on duties paid on imported products if 
such products are used in the manufacture of goods that are 
exported. 


NAFTA will require all North American manufacturers -- 
including Mexican maquilas -- to pay duty on all non-North 
American components and raw materials used in products traded 
between NAFTA countries beginning in 1996 for trade between the 
United States and Canada, and in 2001 for trade between the 
United States and Mexico, and Canada and Mexico. 


Elimination of duty drawback on non-NAFTA components and raw 
materials will reinforce NAFTA tariff preferences for North 
American component and raw material producers vis-a-vis foreign 
competitors. This rule will also prevent "export platforms" from 
gaining preferential access to the U.S. market and will 
discourage establishment cf "pass through" operations, since 
Mexico will collect duties on all non-NAFTA imports used in 
products sold to the United States and Canada. 


Firms will continue to be eligible for limited duty drawback 
on non-NAFTA components and raw materials that are physically 
incorporated into a final product for export to another NAFTA 
country. However, the duty drawback is limited to the duty paid 
on the final product when it enters the other country. If the 
final product qualifies for NAFTA origin and there is no duty, 
then the firm can receive no duty drawback on its imported 
components. 
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VII. WORKER ADJUSTMENT ASSISTANCE 


In his May 1 Response to Congress, the President said, "The 
Administration is firmly committed to a worker adjustment program 
that is adequately funded and ensures that workers who may lose 
their jobs as a result of an FTA with Mexico will receive prompt, 
comprehensive, and effective services...through the improvement 
or expansion of an existing program or through the creation of a 
new program...." 


The President also said, "The Administration is committed to 
working with the Congress to ensure that the[se] objectives are 
met and adequately funded. Any needed changes to U.S. law to 
implement such a program should be in place by the time the 
agreement enters into force, and could appropriately be addressed 
in legislation implementing a NAFTA," which we expect to be 
considered by Congress next year. 


A. Broad-Based Consultations 


The Congressional consultation process began in May 1992, 
when the contours of the NAFTA agreement first emerged. As NAFTA 
negotiations proceeded, officials from the Department of Labor, 
OMB, and USTR met with key Congressional staff, as well as 
business and labor groups, to begin framing the discussion of an 
effective adjustment program. 


For example, the following meetings were held with key 
Congressional staff: 


House Ways and Means Committee (May 18 and June 4) 
Senate Finance Committee (May 12 and May 22) 

House Education and Labor Committee (June 19) 
House Leadership Staff (August 10). 
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Additional conversations were held with selected 
Administration advisory committees to elicit their views, 
including: 


fo) USTR Advisory Committee for Trade Policy and 
Negotiations staff (May 12) 

fe) DOL Labor Advisory Committee (June 22) 

fo) USTR Advisory Committee for Trade Policy and 


Negotiations (June 25). 


B. Issues Raised 





Based on discussions with Congressional leaders and Advisory 
Committee members, the Department of Labor invited a broad cross- 
section of interests, including labor, business, agriculture, 
policy makers, researchers and the public at large, to respond to 
a "Consultation Outline" designed to promote further widespread 
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discussion of the adjustment issue. The "Consultation Outline" 
was published in the Federal Register on July 16, 1992 and mailed 
to nearly 175 groups and organizations that represent these 
interests. 


Most respondents supported broad-based eligibility rather 
than eligibility based on cause of dislocation. They suggested 
that a NAFTA-related adjustment program expand beyond the scope 
of current programs to respond to impacts in future years. A 
substantial majority were in favor of early intervention in 
anticipation of NAFTA’s effect. Respondents supported a broad 
menu of services for workers, firms, and communities. Many 
suggested that income support should be limited according to need 
or conditioned on participation in a qualifying activity. 


A paper summarizing the responses to the Consultation 
Outline was prepared and distributed to all those who were 
consulted: Congressional committees, advisory committees, as 
well as business, labor, agriculture, and other organizations to 
which the Outline was mailed. 


Cc. The President’s Worker Adjustment Initiative 


On August 24, 1992, the President proposed a new worker 
adjustment program -~ Advancing Skills Through Education and 
Training (ASETS). This program replaces the current dislocated 
worker adjustment programs under the Economic Dislocation and 
Worker Adjustment Assistance Act (EDWAA) and the Trade Adjustment 
Assistance Act (TAA) with a new, comprehensive $2 billion per 
year retraining and transition assistance program. 


ASETS will assist all dislocated workers, including those 
whose jobs may be affected by NAFTA. It is consistent with the 
President.’s May 1 commitment and responsive to the concerns 
raised during the consultations with Congress, business, 
agriculture, and labor groups on the specific needs of workers 
who may be affected by the NAFTA. 


1 Key Elements of ASETS 


The ASETS program is designed to provide "one-stop shopping" 
for job training services in every community. Its key elements 
include: 


fe) Universal coverage, encompassing workers whose jobs may 
be at risk, as well as those who have lost their jobs, 
which will help to avoid lay-offs and to ensure 
effective transition; 


Bis 
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Rapid response services and access to a wide range of 

support services and labor market information, which 

will ensure that intervention starts early, when it is 
most effective; 


Skill grants for retraining, which means that workers 
will be able to choose the most appropriate training 


programs and providers; and 


Income support payments, which will provide workers in 
training who have exhausted their unemployment 
insurance benefits with the financial assistance 
necessary to complete training. 


Funding Levels 


The President’s program would be funded at $10 billion over 
the next 5 years -- $2 billion annually -- and structured as a 
capped mandatory program to ensure continuity of funding. 


ie) 


Two-thirds of the total annual funding ($1.3 billion) 
would be allocated to the States. These funds would 
more than triple the resources now available to States 
through EDWAA to respond to dislocations. 


States would provide basic transition assistance 
service and Skill Grants for training to dislocated 
workers regardless of the cause of dislocation, 
including trade and NAFTA-related employment changes, 
defense adjustments, etc. 


One-third of the total annual funding ($670 million) 
would be retained by the Secretary of Labor for 
discretionary allocation for uses of national priority. 


-- Of this $670 million, at least $335 million per 
year would be reserved specifically to respond to 
NAFTA-related dislocations. The balance would be 
reserved to respond to multi-state and industry- 
wide dislocations (e.g., defense-related layoffs 
and environmental impacts). 


=< If NAFTA-related dislocations require more 
funding, the Secretary may shift the allocation to 
as high as the full $670 million per annun. 
Likewise, if NAFTA dislocations require less, as 
is likely to be the case, the Secretary may shift 
those resources to other priority dislocations. 
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a Next Steps 


The President’s ASETS proposal provides a general 
framework for continued discussions with Congress and others to 
structure a program that fully meets the needs of workers who may 
be affected by NAFTA. A final legislative proposal will be 
submitted, as promised, in time for it to be considered 
concurrently with NAFTA implementing legislation. 


area. 
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CHAPTER 5 
BILATERAL COOPERATION ON LABOR ISSUES: 


LABOR STANDARDS, WORKER HEALTH AND SAFETY, AND WORKER RIGHTS 


INTRODUCTION 


The North American Free Trade Agreement has created an 
historic opportunity for the Governments of the United States and 
Mexico to build on their shared commitment to promote and improve 
the interests of working men and women in their countries. 


Mexico and the United States believe that their respective 
interests can best be achieved through the development and 
enforcement of fair labor standards, the promotion of workplace 
‘safety and health, and the assurance of basic worker rights. 


In the course of the fast track debate last year, concerns 
were expressed that the disparities between American and Mexican 
labor standards would lead to a loss of jobs in the United 
States. In his May 1, 1991 Response to the Congress about these 
concerns, President Bush described Mexico’s strong political 
commitment to worker rights, as well as its comprehensive system 
for protecting workers -- a system rooted in the Mexican 
Constitution. 


In his Response, President Bush also committed to pursuing 
"bilateral cooperation on labor issues with Mexico through the 
framework of the existing U.S.-Mexico Binational Commission 
(BNC)" and "in parallel with our negotiations of an FTA." 


Accordingly, under the framework of the BNC, the U.S. 
Department of Labor (DOL) and the Mexican Secretariat of Labor 
and Social Welfare (Secretaria del Trabajo y Prevision Social or 
STPS) signed a Memorandum of Understanding (MOU) on May 3, 1991. 
In signing this MOU, U.S. Secretary of Labor Lynn Martin and 
Mexican. Secretary of Labor and Social Welfare Arsenio Farell 
Cubillas agreed to a program of closer cooperation and joint 
action on a wide range of significant labor issues. 


During the past year, the U.S. Department of Labor and its 
Mexican counterpart have carried out a vigorous program of 
cooperative activities focused on: 


Worker Safety and Health; 
Child Labor; 

Labor Law; 

Worker Rights; 

Labor Statistics; and 
The Informal Sector. 


OoO00000 
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The principal initial activity has been the development of 
comparative studies in the areas of worker safety and health, 
child labor, and labor law and worker rights, as necessary ; 
prerequisites to the identification of priorities for attention 
and improvement. While these comparative studies were being 
developed, however, the United States and Mexico also moved to 
address issues of obvious immediate concern, particularly in the 
areas of safety and health. 


As Section I of this attachment demonstrates, labor 
standards and their enforcement in Mexico continue to improve. 
Under the leadership of President Carlos Salinas, the Government 
of Mexico has taken steps to expand the scope and depth of its 
enforcement activities, improve the economic and education system 
in order to reduce incentives for child labor, raise the minimum 
wage, and enforce the rights of Mexicans to organize and bargain 
collectively. 


Section II details how the 1991 MOU has been implemented, 
and the President’s May 1 commitments fulfilled, through more 
than a year of cooperative activities between the U.S. Department 
of Labor and the Mexican Secretariat of Labor and Social Welfare. 


The centerpiece of future cooperation (described in Section 
III) is the establishment of a new Consultative Commission on 
Labor Matters, under the auspices of the BNC. The Commission 
will serve as a forum for raising issues of concern and for 
developing and overseeing implementation of new and ongoing joint 
activities aimed at improving worker standards and enforcement, 
and working conditions. A new series of initiatives to improve 
industrial hygiene and workplace safety is already underway. 


The record of achievement to date shows that the President’s 
commitments have not only been met, but that the joint 
cooperative activities, taken together with numerous unilateral 
initiatives by the Mexican Government, have led to a stronger 
system of labor protection in Mexico and have provided increased 
benefits to workers throughout the country. 


Lis MEXICAN LABOR STANDARDS: A YEAR OF ACHIEVEMENT 





A. Overview 


i Le A Comparable System 


The May 1 Response of the President to Congress outlined in 
detail the comprehensive system of labor standards and practice 
in Mexico -- a system comparable in its protection of workers to 
those in Europe and the United States. 
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Basic worker rights and protections in Mexico are rooted in 
Article 123 of the Mexican Constitution and the Federal Labor Law 
(FLL). The Constitution recognizes the right of association for 
both workers and employers. Between 30 and 35 percent of 
Mexico’s 26 million workers are members of organized trade 
unions. 


The FLL strongly upholds the right to organize and to 
bargain collectively, and the Constitution recognizes the right 
of workers to strike. 


There continue to be no reports of forced or compulsory 
labor in Mexico. As noted in the May 1 Response, Mexico is a 
Signatory to the International Labor Organization (ILO) 
Conventions regarding the prohibition of forced or compulsory 
labor and such practices are prohibited by Mexican law. 


2: Improved Benefits and Wages 


The Mexican Government has seized the opportunity offered by 
increased economic growth to improve benefits to workers. The 
1992 National Accord for Improvement of Productivity and Quality, 
for example, represents a new consensus among government, 
business, and labor to undertake a series of initiatives to 
improve workplace conditions, increase wages, strengthen labor 
relations, and improve overall standards of living. 


Thus, in the last 15 months, Mexico has established a system 
of retirement insurance, managed through private financial 
institutions, to complement the social security system. The 
government has also made reforms in the National Savings Trust 
for Workers’ Housing to ease credit for home purchases and 
require employers to make payroll contributions to individual 
worker bank accounts. 


In addition, wages are increasing. Mexican workers are 
guaranteed a minimum wage, which is set by the day (one 8-hour 
shift). As of December 1991, the national average daily minimum 
wage was $4.00 (12,084 pesos/day). This was 13 percent higher 
than the previous year. 


In 1991, however, roughly 90 percent of Mexican workers in 
urban areas earned some multiple of the minimum wage. A 
considerable portion of this compensation is usually in the form 
of supplementary benefits and other bonuses, some required by law 
and others offered voluntarily by the employer. 


For example, according to the U.S. Bureau of Labor 
Statistics, the total 1991 hourly compensation for a Mexican 
worker in the manufacturing sector was $2.17, or $17.36 per 8- 
hour work day. This was 29 percent higher than in 1990. Roughly 
30 percent of manufacturing compensation, however, is in the form 
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of supplementary benefits. Thus, the approximate daily wage of a 
manufacturing sector worker is $12.00, or more than triple the 
minimum wage. 


Beyond these recent improvements in benefits and wages, the 
Mexican Government has also undertaken initiatives in the last 15 
months to address key problems in the areas of child labor, 
workplace health and safety, and labor statistics. 


B. Child Labor Initiatives 
Be Child Labor Standards 


Child labor standards in Mexico are established by virtue of 
the Mexican Constitution and through implementing regulations and 
legal contracts entered into by unions, employers, or employers’ 
associations that are binding and enforceable by Federal 
authorities. 


Mexico’s Federal Labor Law regulates the working activities 
of children between the ages of 14 and 18 who are being paid by a 
third-person employer. (Children who are self-employed or 
working in a family enterprise are outside the scope of the FLL.) 
The enforcement of the labor standards applicable to individuals 
under the age of 18 is delegated to both local and federal 
authorities. 


Mexico has ratified several ILO conventions relating to 
child labor, basically involving minimum age and medical 
certificates. In Mexico, ILO conventions consistent with the 
Federal Labor Law are ratified by Congress, giving them the force 
of law. 


Mexican law prohibits entirely the employment, in a 
subordinated labor relationship, of minors under age 14 and in 
any dangerous or unhealthy work for 14- and 15-year-olds. 

Mexican law imposes restrictions on employment of 16 and 17~year- 
olds in industrial night-shift work, as storeroom workers or as 
stokers on ships, and also prohibits them from engaging in 
certain types of work (mining, public transportation, and around 
radiation). In contrast, the U.S. Fair Labor Standards Act 
(FLSA) contains exemptions for minors under 14 in certain 


circumstances and does not limit hours for individuals 16 ana 
over. 


Furthermore, Mexican 15- and 16-year-olds must have finished 
their compulsory primary education (unless a determination has 
been made that there is compatibility between study and work) ; 
they must have received permission to work from their parents or 
guardians; and they must obtain a medical certificate 


demonstrating their ability to work and must submit to periodic 
medical examinations. 
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In Mexico, workers under 18 must be paid at least the same 
wages as adults. Under U.S. law, various sub-minimum wage 
exemptions exist for young workers. 


Child labor violators in Mexico are subject to penalties of 
3 to 155 times the general minimum daily wage per violation. 
Workplace complaints can be initiated by joint workplace 
committees, the unions, and individual workers. Every such 
complaint is investigated by Federal or State authorities. 


During each workplace inspection (which may include minimum 
wage or safety and health issues), inspectors are required also 
to determine compliance with child labor standards. 


a. New National Education Policy 


Mexican national educational policy has concentrated on 
preparing its citizens to enter the labor market. As a result, 
the percentage of minors, ages 6 through 15 years of age, 
enrolled in primary and secondary schools grew from 69.5 percent 
in 1970 (10.4 million minors) to 85.8 percent in 1990 (18.6 
million minors). 


In May 1992, Mexico announced the National Agreement for the 
Modernization of Elementary Education -- a major cooperative 
agreement among the federal, state and labor sectors to improve 
basic education in Mexico, with particular emphasis on rural 
areas. Key elements of the Agreement include the following: 


fe) Channeling of additional resources for special emphasis 
programs in less-developed regions (e.g., Chiapas, 
Oaxaca, Guerrero, and Hidalgo) with more than $333 
million in new resources to be provided for this 
program over the next four years. These resources will 
complement funds from the National Solidarity Program, 
which increased 30 percent during 1992; 


fe) Decentralization and other reforms in the primary 
education system, including basic education skills, 
curriculum reform, and improvement in teaching staff 
(e.g., training and follow-up assessments, salary, and 
working conditions) ; 


fe) Introduction of new, non-formal education programs in 
seven states and literacy programs in ten priority 
regions; 

fe) Provision of more than 200,000 scholarships and related 


subsidies for living, medical, and food expenses for 
children and their families in 15 states to assist 
economically disadvantaged children in first through 
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third grades. The Mexican goal this year is to expand 
this program nationwide; and 


° Eliminating the shortage of elementary schools by 1995, 
including new construction in 1992 to reduce the 
shortage by 25 percent. 


The Salinas Administration is also seeking legislative 
approval of constitutional reform to make secondary education 
compulsory. In addition, STPS and state governments plan to sign 
soon an agreement to strengthen inspection training and other 
services related to child labor enforcement. 


C. Improvements In Workplace Health and Safety 
1. A Comprehensive System of Protection 


Mexico has detailed laws and regulations governing 
occupational safety and health. These regulations address many 
workplace hazards and include provisions designed to protect 
workers from harmful substances. In drawing up safety and 
hygiene standards, STPS is supported by numerous Mexican 
organizations, and it also relies on various internationally 
recognized sources, such as the ILO, the American National 
Standards Institute, OSHA, and the European Economic Community. 
The standards address most of the same hazards as do U.S. 
standards and are applied in all industrial sectors. 


Mexico actively encourages the participation of all 
interested parties in all phases of its health and safety 
program, including standards development and implementation. 
Mexico requires employers to establish joint labor-management 
health and safety committees or "mixed commissions" at the 
workplace. Some of the functions of the commissions include: 
making recommendations for hazard control, investigating 
accidents and illnesses, and conducting safety and health 
training. 


Mexico relies on various enforcement strategies, including 
compliance assistance programs, monetary penalties, and 
incentives. For example, the Mexican Government imposes 
penalties ranging from 15 to 315 times the general minimum wage, 
taking into account such factors as the number of violations and 
their seriousness, and the financial condition of the company. 


In addition, the Mexican Government assesses workers’ 
compensation premiums paid by employers based on the employers’ 
safety and health performance in the previous year. This system 
thus acts both to cover the costs of accidents and injuries at 
the individual employer’s workplace and to reward or penalize 
employers for their performance. Mexico uses the same data to 
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target high-risk establishments for compliance assistance and 
enforcement. 


2. Mexican Practices Improved 


Mexico has demonstrated an increased commitment to improving 
worker safety and health by instituting new programs to reduce 
injuries and illnesses, including those in small establishments. 
Examples of progress include the following: 


Focus on Small Businesses: Firms with fewer than five 
employees represent 80 percent of all firms in Mexico. Thus, 
Mexico has set as a goal the registration of 100,000 new "mixed 
commissions" in small firms by the end of 1992. However, 
functioning commissions are problematic in very small firms. To 
address this problem, Mexico has distributed "self-audits" to 
small firms in several industrial sectors. These audits are part 
-of a public awareness campaign for the identification and 
abatement of hazards. U.S. materials are being adapted for use 
in this campaign. 


Training for Maquiladoras and High Hazard Sectors: To 
improve safety and health conditions in specific geographic 
areas, such as the border region where the maquiladoras are 
located, and in specific industrial sectors with higher than the 
national average for injuries and illnesses, Mexico has initiated 
a multi-faceted program. 


In the maguiladoras, the United States worked during 1992 
with STPS, which hosted a series of six training seminars in 
maquiladora industries on safety and health compliance, in which 
more than 900 mid- to high-level managers were trained. Mexico 
followed this series of conferences with evaluations of existing 
local and firm-specific programs and notification to management 
of federal action if approved programs are not subsequently 
implemented. 


In addition, during 1992, Mexico initiated sector specific 
"Information and Guidance" training in other industries (e.g., 
aluminum, autos, bottling, cardboard, chemicals, footwear, paper, 
and rubber). Mexico has also increased the number of enforcement 
officials in Tijuana and Matamoros. 


Increased Penalties: Mexico has taken several recent 
actions to increase the incentives for compliance with labor 
laws. STPS reviews annually its workers’ compensation insurance 
payment program that requires firms with hazard rates that exceed 
the maximum allowable to pay higher premiums for IMSS hazard 
insurance. The Mexican Institute for Social Security (IMSS) has 
revised upward social insurance premiums paid by several firms in 
Mexico because their workplace injury and illness rates were 
above the national average in their category. 
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Enforcement Training: From July 13, 1992, to September 11, 
1992, STPS sponsored five regional courses to update 
approximately 250 federal compliance officials on inspection 
criteria and skills and harmonization of inspection procedures. 
Two of the series were held in Mexico City and Mexicali and three 
more were held in Aquascalientes, Merida, and Saltilo in August 
and September. 


fe) The next cycle of courses will be directed to state 
government inspectors under federal-state agreements. 


° In addition, Mexico invited OSHA to conduct a special 
course in Mexico City in June 1992 on workplace hazard 
identification for technicians from STPS, IMSS, the 
Federal District, and the private sector; some 20 
inspectors from STPS attended this course. 


New Industrial Health Lab: Mexico plans this year to 
establish an Industrial Hygiene Laboratory for the analysis of 
samples of air to which workers are exposed. A site has been 
chosen and equipment purchased. 


Closer STPS - IMSS Cooperation: The Mexican Ministry of 
Labor and Social Welfare and the Mexican Institute for Social 
Security have forged a closer relationship for improving 
workforce safety and health compliance. This closer relationship 
was consummated under the framework of the 1992 National Program 
for the Prevention of Work-Related Hazards and includes the 
following activities: 


fe) High Hazard Firms: This year, 3,871 firms with 
employment of 100 or more and whose accident rates are 
higher than the national average, accounting for 35 
percent of all workplace accidents, have been notified 
of new mandatory programs for improving safety and 
health compliance; 


° State programs and sectoral consultation: Agreements 
were signed with state governments for health and 
safety programs targeted to vulnerabilities in regions; 


fo) Awareness and prevention campaign: The mass media has 
been used as part of a campaign to disseminate 
information on hazard abatement; 


fe) National incentives system: Public recognition is 
being given to workplace models that have proved 
effective in preventing work-related hazards, including 


models incorporating new investment and/or innovations; 
and 
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fe) Health and Safety Commissions: Consulting Commissions 
on Health and Safety at the Workplace and Joint 


Commissions on Health and Safety are being promoted and 
annual programs and semi-annual evaluations have been 
established. 


STPS - State Cooperation: STPS and state governments have 
signed an agreement this year for the strengthening of compliance 
inspection services in workplace safety and health. 


Enforcement Information: Mexico is publishing and making 
available to the public the General Regulation on Safety and 
Hygiene with its 22 sets of instructions, with the goal of 
distributing 500,000 copies to business and labor. 


Loan Funds: The Mexican development bank, National 
Financiera (NAFIN), is offering three loan funds for 
modernization of industry and for environmental, safety, and 
health improvement at the workplace. During the first part of 
1992, nearly 43,000 enterprises, many small and medium-sized 
firms, received loans from these funds. 


Labor-Environmental Compliance Cooperation: Mexico plans to 
extend to all high-hazard enterprises operating in Mexico legal 
provisions that now require only new, high-hazard enterprises to 
gain governmental approval of accident prevention programs. 


fe) Since 1988, Mexico has required newly-established 
"high-hazard" firms to gain approval of their accident 
prevention programs from the Committee for Assessment 
and approval of Accident Prevention Programs, which 
includes, inter alia, STPS, SEDUE, and local 
governments. 


fe) Since 1990, two lists of highly hazardous activities 
have been issued, the most recent in May 1992. 


De Improved Statistical System 


In the last year and a half, Mexico has made progress in 
improving its statistical system, in part through U.S. technical 
assistance. For example, recently Mexico: 


fo) Expanded the sample base and size of the Mexican Urban 
Employment Survey, resulting in total coverage of 
cities with more than 10,000 residents and state 
capitals and maquiladora cities. Information gathered 
has been used to construct measures of underemployment, 
employment, and unemployment; and 
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fe) Developed with World Bank resources a National 
Employment Survey conducted every three years, covering 
large urban as well as rural areas. 


In addition, Mexico has expanded the industry and 
establishment coverage of its Monthly Industrial Survey, which 1s 
used to obtain data on employment, hours, earnings, and total 
compensation, as well as production data. Survey improvement 
involved redesigned questionnaires, particularly related EO 
industrial production by product, and a new computer system for 
data verification and data processing. 


Mexico also initiated the following: 


fo) A detailed survey of three maquiladora industries in 
three cities; 


fo) Restoration of the Annual Industrial Survey, including 
improvements regarding questions on annual hours 
worked; 

fo) A survey of small employers to improve information on 


the informal economy; and 


fe) A new data collection schedule for the population and 
economic censuses to improve the usefulness of data. 


Finally, Mexico is planning to reinstitute, with U.S. 
technical assistance, a program of annual productivity indexes. 


BEALS IMPLEMENTATION OF THE 1991 MOU 
As Overview 


On May 3, 1991, U.S. Secretary of Labor Martin and Mexican 
Secretary of Labor and Social Welfare Farell signed an MOU 
calling for closer cooperation and joint action on a wide range 
of labor issues over the next 5 years. The MOU was accompanied 
by an “Action Plan for Cooperation," which detailed the specific 
activities to be jointly undertaken in 1991-1992. 


In the last 15 months, considerable progress has been made 
in implementing the Action Plan and in fulfilling the President’s 
May 1 commitments in the areas of occupational safety and health, 
child labor, and labor statistics. In addition, Mexican and U.S. 
labor officials have gone beyond these areas to address 
additional concerns involving improvements in labor law and 


worker rights, as well as the problem of the so-called "informal 
sector." 
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B. Initiatives to Improve Occupational Safety and Health 


Since the MOU was signed, the United States and Mexico have 
developed a comparative study of their respective safety and 
health systems. This study, which was released on August 25, 
1992, serves as a foundation for future improvements in safety 
and health standards and enforcement. OSHA and STPS are also 
planning a government-to-government technical seminar to examine 
further the findings of their comparative study with a view to 
identifying additional activities to promote occupational safety 
and health in each country. 


At the same time that the study was being done, the United 
States and Mexico moved to conclude a number of concrete 
activities in obvious priority areas identified in the May 1 
Response, including: 


io Improved Health Enforcement 


To help Mexico develop an improved health enforcement 
program for its workforce, OSHA sponsored technical assistance 
and training programs for Mexican officials in U.S. laboratories. 
In addition, under a memorandum signed on February 7, 1992, with 
STPS, OSHA has allowed Mexico to use OSHA laboratories for 
specialized sample testing until such time as Mexico has its own 
laboratory in place. 


OSHA has shared with Mexico its sampling and analytical 
procedures for determining compliance with permissible exposure 
limits for airborne contaminants and has provided Mexico with 
advice on the appropriate equipment and procedures for 
establishing its own laboratory. OSHA will also provide on-the- 
job training for Mexican technical personnel. 


In addition, the United States has agreed to include Mexico 
in U.S. systems designed to assure the professional competence of 
laboratories and the integrity of lab work products. 


In June 1992, OSHA conducted the first of several training 
courses for Mexican trainers on industrial hygiene sampling 
methods; this course was attended by 44 Mexican government and 
industry experts. Future courses will include principles of 
ergonomics, industrial toxicology, process risk analysis in the 
chemical industry, and respiratory protection. 


Mexican officials have accompanied OSHA inspectors to 
observe pre-inspection planning and equipment calibration, on- 
site sampling, and inspection procedures. 
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Dae Enforcement Training 


As part of the program initiated by OSHA to help train 
Mexican officials in occupational safety and health inspection 
and enforcement, Mexican officials have visited the OSHA Training 
Institute in Illinois to examine courses and simulations of 
worksite conditions used for inspector training programs. 


Future classroom training in the United States for Mexican 
enforcement officials will be supplemented by technical guides 
developed jointly by the two governments. The United States and 
Mexico are also cooperating on the development of industry- 
specific guides for workplace inspection to assist inspectors in 
identifying and controlling workplace hazards. 


< Focus on High Hazard Industries 


The United States and Mexico agreed to hold a series of 
seminars, including representatives from government, labor, 
management, and academia, to focus on identifying "what works" to 
prevent accidents in high-hazard industries. 


The first conference was sponsored by Mexico and held in 
Mexico City in February 1992. The conference was attended by 
over 130 experts from the United States and Mexico and observers 
from Canada and focused on safety and health issues in the iron 
and steel industries. It featured joint technical sessions on 
hazard communication, training and education, and the 
identification, evaluation, and control of safety and health 
hazards. In keeping with the view that the conference was just 
the first step toward further cooperation, conference proceedings 
will soon be published and distributed as an initial follow-up 
action to stimulate further dialogue and information exchange. 


Mexico subsequently sponsored similar conferences this year 
on the bottling, rubber, and footwear industries. Future 
trilateral, tripartite (labor, industry, and government) 
conferences will address occupational safety and health in the 
construction, petrochemicals, and electronics industries. 


4. OSHA-EPA Working Group Established 


A working group of U.S. OSHA and EPA officials was 
established on July 15, 1992, to explore linkages between 
environmental and safety and health issues in Mexico. The two 
agencies have worked closely in the United States, especially in 
the areas of chemical accident prevention and response, and hope 
to encourage Mexico to further explore the common ground between 
worker and environmental safety and health. Safe and healthy 
work practices and conditions are the frontline defense in 
protecting the environment by preventing industrial accidents and 
mitigating their impact on workers and the community at large. 
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To help Mexico reduce the incidence of chemical source 
illnesses and injuries, OSHA has provided Mexico with relevant 
information and technical assistance. The United States has — 
delivered to Mexican safety and health officials Spanish versions 
of more than 260 U.S. Material Safety Data Sheets on the 
potential hazards and uses of specific chemicals, as well as 
Spanish-language publications regarding workplace hazards in the 
agriculture industry. 


6. Information Exchange 


OSHA and STPS have exchanged extensive amounts of technical 
and scientific, educational, instructional, and bibliographic 
materials regarding occupational safety and health. OSHA has 
provided Mexico with comprehensive copies of all OSHA proposed 
-and final rules for the past two years. OSHA has provided CD-ROM 
versions of the entire OSHA Computerized Information System, 
including OSHA standards, procedures, and interpretations; 
several chemical data bases; and other technical data. OSHA will 
send quarterly updates of this system to Mexico. 


GC. Reducing Child Labor 


Since the 1991 MOU was signed, the United States and Mexico 
have undertaken a joint comparative report on child labor law and 
practice, which is nearly completed. In addition, the United 
States and Mexico co-sponsored a series of seminars and reports 
on the so-called "informal sectors" of the Mexican and U.S. 
economies. These reports will serve as a necessary foundation 
for concrete activities to reduce the incidence of unlawful and 
abusive employment of children. 


ai Labor-Education Working Group Established 


In 1992, a working group was established between the U.S. 
Departments of Labor and Education to work with Mexican officials 
on identifying "what works" to abate school drop-outs. 


ae Information Sharing 


The U.S. and Mexican Governments both share a strong 
commitment to protecting the physical, emotional, and 
intellectual development of children. To achieve this, American 
and Mexican officials have developed a set of common goals, which 
include exchanging information on strategies for compliance, as 
well as enforcement policies and procedures; targeting rural 
areas and the agricultural sector; supporting "stay-in-school" 
initiatives; and pursuing outreach activities to educate 
employers, parents, and youth about child labor laws. 
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D. Improving Labor Statistics 


A lack of comparable economic data between the United States 
and Mexico is a barrier to assessing Mexican wages, productivity, 
and other labor indicators. Thus, in the past year, the 
Administration has moved to assist Mexico in improving the 
quality, timeliness, and international comparability of economic 
statistics so that both countries will be better able to monitor 
and evaluate the results of the NAFTA. 


The DOL’s Bureau of Labor Statistics (BLS) has collaborated 
with STPS and INEGI (the Mexican agency responsible for economic 
and demographic statistics) in developing training courses and 
seminars designed to improve the collection and analysis of 
social and economic data in Mexico. The major emphasis has been 
on productivity, employment, and wage statistics. 


In October 1991, U.S. statistical agencies, coordinated by 
OMB, signed a Memorandum of Understanding (MOU) calling for 
comprehensive statistical cooperation between the United States 
and INEGI. 


Training seminars in which Mexican officials have 
participated covered the following: 


Technology for improvement of establishment surveys; 
Construction and analysis of price indexes; 

Analysis of labor statistics for policy formulation; 
Measurement of productivity and technology change; 
Manpower projections and analysis; and 

Processing and production of employment and 
unemployment measurement of labor force activity. 


o00000 


Upcoming training seminars will include the measurement of 
productivity, the use of employment statistics from surveys, and 
the seasonal adjustment of employment time series. 


E. Labor Law and Worker Rights 


At the September 9, 1991, meeting of the Labor Working Group 
of the U.S.-Mexico Binational Commission, U.S. and Mexican 
officials agreed to cooperate on issues regarding worker rights 
and labor management relations systems. As a result, the United 
States and Mexico are now nearing completion of a joint 
comparative study on labor law and worker rights. 


This comparative study, and ongoing discussions between U.S. 
and Mexican officials that have covered labor law and practice 
with respect to fundamental workers rights, will form the basis 
for the First Annual U.S.-Mexico Labor Law Conference, which the 
United States and Mexico will sponsor this fall. The issues that 
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will be addressed by the government, labor, and business 
officials who attend may include: 


fe) Laws protecting the right to organize and the promotion 
of collective bargaining; 


fe) Laws promoting cooperative labor-management relations; 

re) Laws promoting occupational safety and health; 

re) Laws protecting employees from workplace 
discrimination; 

fe) Laws promoting worker training; and 

fe) Alternative dispute resolution techniques in the 
workplace. 


F. Informal Sectcr 


Since a substantial portion of the Mexican work force 
participates in the "informal sector" -- outside the formal 
economy -- the initial focus of our cooperative efforts has been 
on gaining a better understanding of the factors affecting its 
existence and growth or decline, its effects on economic and 
social policy, and the implications for workers. This 
information will form a basis for the development of strategies 
ranging from creating incentives to formalization (e.g., 
compliance with tax laws, business licensing, etc.) to more 
active labor law enforcement. To place these activities in 
perspective, the functions of the informal sector in other 
countries will also be examined. 


In 1991-1992, the United States and Mexico jointly hosted a 
series of seminars and commissioned seven research papers on the 
informal sector in Mexico. Information developed through this 
exercise will be used as a foundation for identifying strategies 
and concrete initiatives to address this sector of the Mexican 
economy. 


Joint activities on the informal sector will soon enter a 
second stage as Mexican officials, working with experts from the 
World Bank and USAID, will focus on identifying linkages between 
the formal and informal sectors of the Mexican economy, including 
the role of micro-enterprises and subcontracting units; the role 
of the informal sector in contributing to economic development; 
and strategies to broaden the social safety net to include 
workers in the informal sector. 


98 


III. NEW BILATERAL AGREEMENT AND FUTURE AREAS OF COOPERATION 





As New Agreement and Consultative Commission 


On March 30, 1992, Secretaries Farell and Martin met in 
Mexico to review progress under the 1991 MOU. At that meeting, 
both concluded that the basis had been established for the 
formulation of longer-term strategies, supported by concrete 
activities, to address priority labor standard and enforcement 
issues. 


As a result, on September 14, 1992, the United States and 
Mexico signed a new bilateral agreement (See Appendix I) 
establishing a Consultative Commission on Labor Matters under the 
auspices of the 1991 MOU and the U.S.-Mexican Binational 
Commission. In establishing this new Commission, STPS and DOL 
have recognized that, beyond the specific activities already 
agreed upon, there is a need to provide a permanent forum to 
promote the rights and interests of working people in both 
countries. 


The Commission, co-chaired by the U.S. and Mexican 
Secretaries of Labor, will serve two purposes: to provide a 
forum for consultation on labor issues of interest or concern, 
and to manage and oversee new and ongoing cooperative labor 
activities. The Commission will meet at least once a year, but 
more frequent or emergency meetings may be held, as necessary. 


The Commission is expected to establish working groups on 
various issues. Moreover, each side may provide for public 
participation by interested groups from their respective 
countries. The United States, for example, intends to establish 
a channel for consultation with U.S. labor, business, and 
academic representatives on the activities and responsibilities 
of the Commission. In addition, the United States will establish 
a mechanism for receiving written comments from the public on 
issues under the purview of the Commission, including: 


fe) Labor standards, including those related to workplace 
safety and health; 

fo) Workers rights; 

fe) Child labor issues; 

fe) Procedures for resolution of labor- -management 
conflicts; 

fe) Labor laws and labor law systems; 


fe) General work conditions; 
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fe) Labor standards applicable to migrant workers; 


fe) Retraining programs for workers facing structural 
change; and 


fe) Mechanisms to ease conversion of plant and equipment to 
new technologies promoting occupational safety and 
health. 


In addition to the Consultative Commission, the United 
States and Mexican Secretaries of Labor agreed to two new 
"pillars" of bilateral cooperation focused on improving 
industrial hygiene and workplace safety. 


B. Industrial Hygiene Programs 


The United States and Mexico have agreed to achieve greater 
similarity in their industrial hygiene schemes by dates certain. 
The two labor ministries will work jointly to upgrade their 
industrial hygiene programs by developing common approaches to: 


° Hazard communication standards; 

fe) Permissible exposure limits for airborne contaminants; 

fe) Sampling and laboratory analysis of airborne 
contaminants; 

o §©The effects of noise, vibrations, and other physical 
agents on workers; 

fe) Ergonomic issues; and 

fe) The protection of workers in agricultural industries. 


Cs Workplace Safety Programs 


The Department of Labor and STPS both consider it essential 
to assure that U.S. and Mexican workers have adequate protection 
against accidents and physical harm in the workplace. [In this 
area, as in the area of hygiene, both ministries consider it 
necessary to achieve greater homogeneity in the development and 
application of regulations. Both agencies also consider it 
essential to continue encouraging joint seminars on practices for 
the abatement of accidents in high-hazard industries as well as 
on strategies to verify the abatement of hazardous conditions in 
the workplace. 


As a consequence, the two ministries have agreed to initiate 
a wide variety of joint activities under the "pillar" of 
workplace safety designed to improve by dates certain appropriate 
standards, implement effective programs that prevent accidents, 
avoid hazardous conditions, remedy potential deficiencies, and 
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assure compliance. Specific activities will include joint 
projects to improve: 


° Occupational safety and health in small and medium- 
sized firms; 

fe) Procedures for the identification and control of 
workplace hazards; and 

fe) Inspection techniques. 


In addition to the new, agreed cooperative programs in the 
areas of industrial hygiene and workplace safety, DOL and STPS 
will also continue cooperative activities in the areas of child 
labor, workers rights and labor law, labor statistics, and the 
informal sector. 
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APPENDIX A 


AGREEMENT 
BETWEEN 
THE GOVERNMENT OF THE UNITED STATES OF AMERICA 
AND 
THE GOVERNMENT OF MEXICO 
COMPLEMENTING THE 1991 MEMORANDUM OF UNDERSTANDING 
ON LABOR COOPERATION, AND 
REGARDING THE ESTABLISHING OF A 
CONSULTATIVE COMMISSION ON LABOR MATTERS 


The Government of the United States of America and 
the Government of Mexico, 

Sharing a concern for promoting the rights and 
interests of working people in their two countries, 


including the raising of their standard of living, a 


safe and healthy workplace, with adequate social. 


security, medical, and financial benefits; 

Building on the successful implementation of the 
Memorandum of Understanding on Labor Cooperation 
between the Department of Labor and the Secretariat of 
Labor and Social Welfare, signed on May 3, 1991; 

Desiring to promote greater cooperation between 
the two countries and a greater reciprocal 
understanding of the legislation, institutions, and 
systems that govern the area of labor in both 


countries; 





Believing that strengthening the implementation in 


each country of its laws and regulations in the field 
of labor is desirable and of mutual benefit; and 

Recognizing that the two governments have the 
sovereign right to apply their laws in accordance with 
their jurisdiction and competence; 


Have agreed as follows: 





ARTICLE 1 
There is hereby established a Consultative Commission 
on Labor Matters (the "Consultative Commission") under 
the auspices of the U.S.-Mexico Binational Commission. 
It shall consist of an equal number of representatives 
from each Party. Each Party shall designate a National 
Coordinator, who shall serve as the principal 
representative for that Party to the Consultative 
Commission. The National Coordinators shall be the 
Cabinet-level officer in the U.S. Department of Labor 


and in the Mexican Secretariat of Labor and Social 


Welfare, or their designees. 


ARTICLE 2 
Consistent with the Memorandum of Understanding on 
Labor Cooperation signed on May 3, 1991, the activities 
of the Consultative Commission shall be subject to the 
respective laws and other applicable provisions in 


force in each country. 
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ARTICLE 3 
1. ~The Consultative Commission shall meet at 
least acetate with its meetings held alternately in 
the United States and Mexico, unless the parties agree 
otherwise. At its annual meeting, the Consultative 
Commission shall: 

ae Discuss ways to promote reciprocal 
understanding and strengthen bilateral 
cooperation in the field of labor; 

bi. Establish priorities for future 
cooperative action and develop bilateral 
work programs; 

oor Monitor and review implementation of 
bilateral work programs; 

d. Consult and exchange information on 
enforcement of labor laws and 
regulations; and 

e. Consider any matter that the Parties 
deem relevant to promote this agreement. 

as A pbkacet Coordinator may request a special 
meeting of the Consultative Commission to deal with any 
matter under the purview of the Commission which a 
Party believes requires immediate consultation. The 


Consultative Commission shall meet as soon as possible. 


LOS 


ARTICLE 4 


In the development or monitoring of a bilateral 


cooperation work program or for consultations, the 


Consultative Commission may exchange information on, 


but is not limited to, the following areas: 


1. 


Labor standards, including those related 
to workplace safety and health; 

Worker rights; 

Child labor issues; 

Procedures for the resolution of labor- 
management conflicts; 

Labor laws and labor law systems; 
General work conditions; 

Labor standards applicable to migrant 
workers; 

Retraining programs for workers facing 
structural change; and 

Mechanisms to ease conversion of plant 
and equipment to new technologies 
promoting occupational safety and 


health. 


ARTICLE 5 
The Consultative Commission may establish one or more 


work groups to coordinate cooperation under this 


Agreement. The work groups shall develop work plans 


and shall report annually to the Consultative 
Commission on the progress of their work. Work groups 
may provide recommendations on ways of further 
strengthening bilateral cooperation under this 


Agreement. 


ARTICLE 6 
The Consultative Commission may promote contact between 
experts in areas of interest through technical meetings 
and seminars. It may also promote technical events to 
disseminate to the population of their respective 
countries, information on legislation, labor 
institutions, and procedures that govern labor 


relations. 


ARTICLE 7 
Each Party may make provision for participation in the 
matters referred to in Article 4 by interested groups 


from their respective countries. 





ARTICLE 8 

1. Unless otherwise agreed, each Party shall 
bear the cost of its participation in the 
implementation of this Agreement. The cost of 
organizing meetings of the Consultative Commission or 
of its work groups shall be borne by the Party hosting 
the meeting. 

Ze Activities under this Agreement shall be 


subject to the availability of funds. 


ARTICLE 9 
Nothing in this Agreement shall be construed to 
prejudice other existing agreements concluded between 


the Parties. 


ARTICLE 10 
This Agreement does not empower one Party’s authorities 
to undertake, in the térritorial jurisdiction of the 
other, the exercise and performance of the functions or 
authority exclusively entrusted to the authorities of 


that other Party by its national laws or regulations. 
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ARTICLE 11 
This Agreement shall enter into force upon an exchange 
of notices between the respective Secretaries. It may 
be terminated by either Party on six months written 
notice to the other Party of its intention to do so. 
Unless otherwise agreed upon, such termination shall 
not affect the validity of any ongoing activities not 
fully completed at the time of termination. 

IN WITNESS WHEREOF, the undersigned, being duly 
authorized by their respective Governments, have signed 
this Agreement. 

DONE at Washington and Mexico City, D.FE.:, an 
duplicate, on this fourteenth day of September, 1992, 
in the English and Spanish languages, both texts being 


equally authentic. 


FOR THE GOVERNMENT OF THE FOR THE GOVERNMENT OF 
UNITED STATES OF AMERICA: MEXICO: 
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CHAPTER 6 
LABOR MOBILITY AND IMMIGRATION 


INTRODUCTION 





The Administration shared the concerns expressed by some in 
the Congress and the private sector that a NAFTA should not lead 
to increased immigration to the United States of foreign workers. 
Accordingly, we stated in the May 1 Response that NAFTA would not 
"require changes to our immigration laws, with the possible 
exception of technical changes to facilitate temporary entry of 
certain professionals and managers, aS was done under the U.S.- 
Canada FTA." 


Consistent with that statement, the NAFTA does not provide 
for the movement of labor. The United States fully maintains its 
rights to protect the permanent employment base of its domestic 
labor force, to implement its own immigration policies, and to 
protect the security of its borders. 


At the same time, reflecting their preferential trading 
relationship, the United States, Canada, and Mexico have agreed 
to establish rules for the temporary admission of persons engaged 
in international business activities, such as managers, 
executives, and professionals. These provisions, which track 
Similar ones in the U.S.-Canada FTA, result from close 
consultations with Congress and others on labor mobility and 
immigration issues during the negotiations. 


Categories of persons eligible for temporary admission under 
the NAFTA’s expedited procedures correspond to existing 
categories in the Immigration and Nationality Act. In order to 
implement the obligations for temporary entry, only technical 
changes to the Act will be required. 


Increased economic growth in Mexico is the ultimate solution 
to reducing migratory pressures. The NAFTA will raise Mexican 
wages and standards of living and thus decrease pressures for 
unauthorized immigration to the United States. 


I. NAFTA’S TEMPORARY ENTRY PROVISIONS 


The NAFTA countries have agreed to facilitate, ona 
reciprocal basis, the temporary entry into their respective 
territories of business persons who are citizens of Canada, 
Mexico, or the United States. The NAFTA provisions are similar 
to those in the U.S.-Canada FTA and fully preserve each country’s 
rights to protect its domestic labor force and permanent 
employment, implement its own immigration policies, and ensure 
border security. 
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Each NAFTA country will grant temporary entry to four 
categories of business persons: 


o Business visitors engaged in international business 
activities for the purpose of conducting activities related 
to research and design, growth, manufacture and production, 
marketing, sales, distribution, after-sales service and 
other general services; 


o Traders who carry on substantial trade in goods or services 
between their own country and the country they wish to 
enter, as well as investors seeking to commit a substantial 
amount of capital in that country, provided that such 
persons are employed or operate in a supervisory or 
executive capacity or one that involves essential skills; 


o Intra-company transferees employed by a company in a 
managerial or executive capacity or one that involves 


specialized knowledge and who are transferred within that 
company to another NAFTA country; and 


o Certain categories of professionals that track those in the 
schedule currently in effect between the United States and 
Canada, who meet minimum educational requirements or who 
possess alternative credentials, and who seek to engage in 
business activities at a professional level in that country. 


Mexico and the United States have agreed to an annual 
numerical limit of 5,500 Mexican professionals entering the 
United States. The numerical limit may be increased by agreement 
between the two countries and will expire 10 years after the 
agreement goes into effect unless the two countries decide to 
remove the limit earlier. Mexico will not be establishing a 
Similar limit on the temporary entry of professionals from the 
United States. 


The provisions allowing for the numerical limit were 
designed to facilitate the temporary entry of Mexican 
professionals, while taking into account changes to U.S. 
immigration laws enacted in 1990. During the time the numerical 
limit is in effect, a petition and a labor condition application 
will be required for Mexican professionals seeking temporary 
entry into the United States under this category. Admissions 
under this numerical limit are in addition to admissions under a 
Similar category in U.S. law (specialty occupations), which is 
subject to an annual, global limit of 65,000 but remains 
unaffected by the NAFTA. 


Business persons seeking temporary entry must be qualified 
for entry under applicable requirements relating to public health 
and safety and national security. Existing visa requirements may 
be maintained. Further, admission may be refused if the 
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temporary entry of the business person might adversely affect the 
settlement of a labor dispute or the employment of a person 
involved in such a dispute. 


II. NAFTA WILL REDUCE IMMIGRATION PRESSURES 


Both trade economists and immigration experts hold the view 
that trade liberalization under the NAFTA will decrease the flow 
of migrants to the United States. For example, the United States 
International Trade Commission noted in its February 1991 Report 


to the Committee on Ways and Means of the United States House of 


Representatives and the Committee on Finance of the United States 
Senate that economic research demonstrates that as wage 


differentials between the United States and Mexico narrow, the 
economic incentive for migration from Mexico to the United States 
will decline. 


The Commission for the Study of International Migration and 
Cooperative Economic Development (Immigration Study Commission) 
has reached a similar conclusion. The Immigration Study 
Commission, a bipartisan commission created by Congress in the 
Immigration Reform and Control Act of 1986, was instructed to 
examine the conditions in Mexico and other Western Hemisphere 
nations that contribute to unauthorized migration to the United 
States and to explore mutually beneficial reciprocal trade and 
investment programs to alleviate such conditions. 


The Immigration Study Commission’s July 17, 1990 report, 


Unauthorized Migration: An Economic Development Response, 
addressed these issues and made the following key findings: 


o The more job-creating growth there is in migrant-sending 
countries, the less their people will feel forced to 
emigrate. 


o The most promising stimulus to future growth in the sending 
countries is expanded trade between them and the 
industrialized countries -- particularly the United States, 
which is their natural market. 


Oo Trade is the only option that offers hope to people in the 
area across a broad spectrum of economic growth. Financial 
assistance, even if substantially increased, would not have 
the same impact. 


The Immigration Study Commission further concluded that "the 
United States should expedite the development of a U.S.-Mexico 
free trade area, and encourage its incorporation with Canada into 
a North American free trade area." 
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CHAPTER 7 
NAFTA AND THE ENVIRONMENT: 
PROMOTING SUSTAINABLE DEVELOPMENT AND ENHANCED COOPERATION 
INTRODUCTION 


In his letter transmitting the Administration’s May 1 
Response, the President affirmed to the Congress his belief that 
"economic growth can and should be supported by enhanced 
environmental protection." He also stated his conviction that 
President Salinas and the Mexican people shared this belief. The 
text of the NAFTA itself and the Administration’s expanded 
program of environmental cooperation with Mexico demonstrate this 
shared commitment to sustainable development. 


Before negotiations began, concerns were raised about the 
environmental impact of NAFTA. Some feared that a free trade 
agreement with Mexico would aggravate environmental problems on 
the border and weaken U.S. health, safety, and environmental 
standards. There were also concerns that Mexico’s environmental 
laws were inadequate or that Mexican enforcement was so lax that 
it would become a "pollution haven" for U.S. companies. In its 
May 1 Response, the Administration addressed these concerns in a 
comprehensive way. 


First, to understand better the relationship between trade 
and environment, and to ensure that environmental issues were 
taken fully into account in the negotiations, the Administration 
committed to: 


o Add representatives of non-governmental environmental 
organizations to USTR’s policy advisory committees; and 


o Ensure that U.S. regulatory officials who were expert in 
the subject matter participated during the negotiation of 
any environment-related provisions. 


As Section I shows, these commitments have been fulfilled. 


Second, to understand the possible environmental effects of 
a NAFTA, the Administration committed to undertake an 
environmental review. As Section II shows, the Environmental 
Review, issued in February 1992, concluded that NAFTA is likely 
to enhance the North American environment because accelerated 
economic development due to NAFTA will bring with it cleaner 
technologies, added resources, and increased public attention to 
environmental quality. The Review also observed that NAFTA will 
likely reduce congestion -- and hence reduce environmental 
stresses -- in the U.S.-Mexico border area. 
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Third, the President pledged that nothing would be done in 
NAFTA to weaken our environmental laws or diminish our reqic £6 
protect the health, safety, and environment of Americans. The 
Administration also committed to seek other trade-related 
environmental provisions in the NAFTA safeguarding U.S. ' 
regulatory interests. These commitments have been fulfilled, if 
not exceeded, as shown in Section III. 


Fourth, to meet concerns abcut the border environment, the 
Administration promised to prepare a long-term Integrated Border 
Environmental Plan. This Plan was prepared and implementation 
has begun, as discussed in Section IV. 


Fifth, beyond environmental safeguards in the NAFTA itself, 
the Administration committed to pursue with Mexico cooperative 
environmental initiatives, particularly with respect to 
enforcement. As Section V demonstrates, that has been done. In 
addition, the United States and Mexico recently initialled a new 
agreement that will intensify bilateral environmental 
cooperation, and the U.S., Canadian, and Mexican environmental 
ministers have agreed to establish a North American Commission on 
the Environment. 


Finally, with respect to Mexico’s laws and enforcement 
record, the May 1 Response demonstrated that Mexico’s laws are 
comparable to our own, and in some cases, even stricter. As 
discussed in Section VI, these laws, coupled with Mexico’s 
improved enforcement efforts and increased U.S.-Mexico 
cooperation, belie the claim that Mexico will become a "pollution 
haven." 


I. INFORMED POLICY-MAKING AND THE ENVIRONMENTAL REVIEW 





A. Appointment of Environmentalists 


Consistent with commitments made in the May 1 Response, USTR 
has appointed leading environmental experts to its policy-level 
private sector advisory committees. In Fall 1991, USTR added the 
following representatives from environmental groups to its 
advisory committees: 


-- Russell Train, Chairman, World Wildlife Fund and the 
Conservation Foundation -- Advisory Committee on Trade 
Policy and Negotiations; 


-- Peter Berle, President, National Audubon Society -- 
Agriculture Policy Advisory Committee; 


James M. Strock, Secretary for Environmental Protection, 


State of California -- Intergovernmental Policy Advisory 
Committee; 
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-- Jay Hair, President, National Wildlife Federation -- 
Investment Policy Advisory Committee; 


-- John Sawhill, President and CEO, the Nature 
Conservancy -- Industry Policy Advisory Committee; and 


-- John Adams, Executive Director, Natural Resources Defense 
Council -- Services Policy Advisory Committee. 


These individuals played a critical role in developing U.S. 
negotiating positions and in providing continuing advice as the 
talks progressed. 


B. Involvement of Environmental Officials in Negotiations 


Officials of the Environmental Protection Agency (EPA) were 
active participants in the NAFTA negotiations. At the outset, 
EPA identified a number of negotiating groups that were expected, 
directly or indirectly, to address environmental issues. These 
included: Technical Standards, Sanitary and Phytosanitary 
Standards, Dispute Resolution, Investment, Services (including 
Land Transport), Government Procurement, Agriculture, Autos, and 
Energy. Through close cooperation with USTR and other agencies, 
EPA helped ensure that environmental provisions in the NAFTA 
fulfilled, and in many cases exceeded, the commitments made in 
the May 1 Response. 


Specifically, EPA served as co-chair of two standards 
subgroups -- Health and Environment and Sanitary/Phytosanitary 
measures -- to ensure that the agreement preserved the integrity 
of U.S. environmental, health and safety standards. In addition, 
EPA regularly attended interagency NAFTA delegation meetings, 
trilateral negotiating sessions, and senior negotiating strategy 
discussions. When critical environmental discussions were 
elevated to the chief negotiator level, senior EPA officials 
participated as part of the U.S. delegation. 


It. THE ENVIRONMENTAL REVIEW 


In fulfillment of the Administration’s May 1 commitment, 
USTR led an Interagency Task Force of fourteen departments and 
agencies in 1991 in a comprehensive review of the potential 
environmental effects of the NAFTA. Major participants included 
EPA, the Department of State, the Department of Transportation, 
the U.S. Public Health Service, the Department of the Interior, 
and the Department of Agriculture. The results and 
recommendations developed as part of the Review process became 
important elements of the U.S. negotiating position. 
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The Review considered Mexican and U.S. environmental laws 
and examined the potential impact of a NAFTA on: 


o Public health; 

o Wildlife and endangered species; 
o Chemical emergencies; 

o Solid and hazardous waste; 

o Toxic chemicals; and 

o Air and water quality. 


A. The Review Involved Extensive Public Participation 


At an early stage in the preparation of the Review, the 
Administration solicited public comment. On July 1€, 1991, a 
Federal Register notice was published seeking comment on the 
proposed free trade agreement, including its environmental 
impacts. During August and September, the Administration held a 
series of public hearings in six U.S. cities. Over 260 witnesses 
presented testimony on all aspects of the NAFTA and over 400 
written submissions were received. Many of these provided 
valuable information on environmental issues that were 
subsequently examined in the Review. 


On October 17, 1991, USTR published a draft of the 
Environmental Review and distributed for comment more than 3,000 
copies to Members of Congress, state and local government 
officials, and interested members of the public. Between October 
1991 and January 30, 1992, USTR received comments from 48 
individuals or organizations. The comments were carefully 
considered, and the final Review of U.S.- Mexico Environmental 
Issues was released on February 25, 1992. 


B. Positive Impact of NAFTA on the Environment 


The Review found that NAFTA would enhance the North American 
environment because it would: (1) generate additional resources 
to address pollution problems, (2) reduce congestion at the 
border, (3) not turn Mexico into a pollution haven, and (4) 
improve Mexican access to clean fuels and technology and ease 
environmental pressures in Mexico City. 


1. AS Economic Growth Increases, Pollution Decreases 


The Environmental Review found that the increased economic 
growth generated by NAFTA will provide Mexico with additional 
motivation and resources to invest in environmental protection. 
Studies at the World Bank (World Development Report, 1992) and at 
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Princeton University (Grossman & Krueger 1991) show that as 
economic development increases, pollutant emissions decrease as 
resources become available to invest in pollution control and as 
prosperity encourages people to place greater value on a cleaner 
environment. 


The Environmental Review noted that as Mexico’s 
environmental protection activities and institutions have matured 
over the past five years, the major remaining obstacle to 
improved environmental quality in Mexico is not standards or 
enforcement but the availability of economic resources. The 
Review found that economic development attributed to the NAFTA 
may provide the Mexican government with additional resources for 
environmental protection and environmental infrastructure 
development. 


The World Bank study also pointed out that many of the most 
important environmental risks, such as water-borne diseases 
carried by unsanitary municipal water systems, tend to be 
particularly associated with poverty and to be alleviated by 
economic development. Other work at the World Bank (Birdsall & 
Wheeler 1991) suggests that, as countries in Latin America have 
grown economically, pollution has increased in those countries 
with protectionist trade policies and decreased in those with 
open trade policies. The likely explanation is that free trade 
opens a developing country to investments in newer, typically 
cleaner technologies. 


2 NAFTA Will Decrease Border Congestion 


The Review found that NAFTA would ease environmental 
pressures on the border as free trade encourages economic 
development to occur beyond the border region. 


Specifically, NAFTA will decrease the incentive to locate 
manufacturing facilities in the border area because export 
incentives of the "maquiladora" program -- plants that 
manufacture products using U.S. components and export these 
products to the United States -- will be phased out. The 
resulting reduced border congestion will ease pressures on border 
water supplies and land use. 


Bie The "Pollution Haven" Myth Refuted 


The Review found that Mexico will not become a pollution 
haven for U.S. firms for several reasons. First, given Mexico’s 
strict environmental laws and commitment to increased 
enrorcement, investors cannot expect a significant difference 
over time between U.S. and Mexican environmental requirements. 


Second, pollution abatement costs represent a small share of 
total production costs for most U.S. industries (86 percent of 
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industries have abatement costs of two percent or less.) 
Moreover, most U.S. industries that do have relatively high 
pollution abatement costs already face low U.S. tariffs on 
imports from Mexico. 


Finally, many of the industries with high environmental 
costs are capital-intensive, which makes it economically 
impractical to shut down an operation and move to a new location. 
Thus, NAFTA will create no new incentives to relocate to Mexico. 


A. Access to Clean Technology and Reduced Pressure 
on Mexico City 


A number of other key environmental issues were examined in 
the Review. For example, the Review found that liberalization of 
land transportation would reduce pollution near border crossings 
now caused by requirements to shift cargoes to domestic U.S. and 
Mexican carriers. The Review also showed that NAFTA would have a 
positive impact on the environment as a result of greater access 
to the Mexican market for U.S. environmental control companies, 
increased use of natural gas for electricity generation in 
Mexico, and a reduction in barriers to cross-border electricity 
trade. 


Finally, the Review indicated that NAFTA will help slow the 
population growth and resulting environmental problems in Mexico 
City by generating jobs in small- and medium-sized cities 
throughout Mexico. 


Cu The Review’s Recommendations for NAFTA Negotiations 


One purpose of the Environmental Review was to provide 
guidance to the U.S. negotiators in achieving an environmentally 
sound agreement. Thus, the Review set forth a series of 
recommendations that, in the words of the Review, "would help the 
NAFTA have an environmentally positive impact." 


In consultation with representatives of the environmental 
community, Members of Congress, and the private sector, the 
United States developed negotiating proposals based on these 


recommendations. As shown in Appendix A to this Section, each of 
the recommendations has been fully implemented. 


III. HOW THE NAFTA AGREEMENT ITSELF PROMOTES ENVIRONMENTAL 
PROTECTION 





The provisions of the NAFTA itself fulfill the President’s 
May 1 commitment to maintain and enforce existing U.S. health, 
safety, and environmental standards, as well as U.S. 
international treaty obligations to limit trade in controlled 
products, such as endangered species. 
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In addition, NAFTA expressly endorses the principle of 
sustainable development and includes environmentally sensitive 
provisions on dispute settlement, investment, and land 
transportation. As a result, NAFTA not only exceeds the May 1 
commitments, it goes further than any previous trade agreement in 
enhancing environmental protection. 


A. NAFTA Preserves and Enhances Health, Safety and 


Environmental Standards 


The NAFTA chapters on Standards and Sanitary and 
Phytosanitary Measures preserve our ability to maintain, 
strengthen, and enforce existing U.S. health, safety, and 
environmental standards, and encourage our trading partners to 
strengthen their standards. Specifically, NAFTA: 


° Maintains existing U.S. federal and state health, 
safety, and environmental standards, and preserves our 
right to ban non-conforming imports; 


re) Allows the parties, including states and cities, to 
enact standards that are stricter than international or 
national standards; 


fe) ‘Affirms the right of each party to choose the level of 
protection of human, animal, or plant life or health it 
considers appropriate; 


fe) Encourages the NAFTA parties to strengthen standards 
through upward harmonization; 


oO Allows parties to provisionally adopt technical 
regulations of sanitary and phytosanitary measures 
based on available information when there is 
insufficient information to conduct a risk assessment; 


fo) Ensures the ability of each country (and interested 
groups within them, including non-governmental 
organizations) to receive advance notification of 
proposed regulatory actions in the other two countries, 
to review and comment upon those actions, and to have 
such comments taken into account prior to final 
decision; 


fe) Establishes a Committee on Standards-Related Measures 
to facilitate compatibility of standards, consult 
regularly on matters of common concern in this area, 
and enhance cooperation on developing, applying, and 
enforcing standards-related measures; and 


oO Establishes a Committee on Sanitary and Phytosanitary 
(S&P) Measures to enhance food safety and sanitary 
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conditions, promote harmonization and equivalence of 
S&P measures, and facilitate technical cooperation and 
consultation on specific S&P bilateral or trilateral 
issues. 


B: NAFTA Protects International Environmental and 
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Conservation Agreements 


Consistent with the commitment in the May 1 Response, NAFTA 
gives clear priority to the Montreal Protocol on Substances that 
Deplete the Ozone Layer, the Convention on International Trade in 
Endangered Species of Wild Fauna and Flora (CITES), the Basel 
Convention on the Control of Transboundary Movements of Hazardous 
Wastes and Their Disposal (or related U.S. bilateral agreements 
with Canada and Mexico) or any other environmental or 
conservation agreement that all three NAFTA countries agree to 
include. 


In the event of any inconsistency between NAFTA and the 
mandatory trade provisions of these key environmental or 
conservation agreements, the environmental agreements will 
prevail to the extent of the inconsistency. Where a party has a 
choice between equally effective and reasonably available means 
of complying with its international environmental obligations 
under these agreements, it should choose the measure that is most 
consistent with the NAFTA. 


c. NAFTA Endorses the Principle of Sustainable Development 

The NAFTA parties have agreed that economic development 
should take place in an environmentally sound manner. Thus, the 
NAFTA text itself states that one of its primary purposes is to: 


"Contribute to the harmonious development and expansion of 


world trade ... in a manner consistent with environmental 
protection and conservation; ... promote sustainable 
development; ... [and] strengthen the development and 


enforcement of environmental laws and regulations." 


D. NAFTA Dispute Settlement Provisions Are Environmentally 
Sensitive 


_ NAFTA’s dispute settlement chapter contains several 
environmentally sensitive provisions. First, NAFTA places on the 
party challenging an environmental measure the burden of proving 
that it is inconsistent with the agreement. 


Second, in most types of disputes arising under the NAFTA, 
the dispute settlement panel, on its own initiative or at the 
request of a disputing party, may request a written report from 
an independent Scientific Review Board on any issues of fact 
concerning the environment, health, and safety. The dispute 
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settlement panel will take the Review Board’s report into account 
before reaching its final decision and will release the report to 
the public together with any final panel decision that is 
publicly released. 


Third, if a party to a dispute claims that its action 
related to its obligations under one of the international 
environmental or conservation agreements, or under NAFTA’s 
provisions on Standards or Sanitary and Phytosanitary measures, 
it has the option of having the dispute considered exclusively 
under the NAFTA (rather than the GATT) with access to a NAFTA 
Scientific Review Board. 


E. NAFTA’s Investment Chapter Promotes Sustainable 
Development and Censures the Lowering of Standards 


The NAFTA Investment Chapter permits each party to impose 
stringent environmental requirements to ensure that investment 
activity in its territory is undertaken in an environmentally 
sensitive manner, so long as the requirements do not discriminate 
between domestic and foreign investors. 


Further, the parties renounce the relaxation of health, 
safety or. environmental measures for the purpose of attracting or 
encouraging investment. The text sets forth a procedure for 
compulsory consultations between parties in case such a 
relaxation occurs, with the purpose of ending the practice. 


F. NAFTA’s Land Transportation Provisions Alleviate Border 
Congestion 


NAFTA will liberalize trucking, rail, and bus service 
between the United States and Mexico, thereby decreasing border 
congestion in a number of ways. First, it allows trucks and 
railroads to. transport cargoes directly to their destination in 
both countries. For trucks, this means cutting idling time and 
ending the need to switch trailers at the border and return home 
empty. 


Second, NAFTA establishes a Land Transportation Standards 
Subcommittee to harmonize and heighten safety and other 
regulations, such as regulations on emissions and environmental 
pollution level and spill-prevention standards. The Subcommittee 
will also address standards relating to railroad personnel, 
locomotives, and train equipment. 


Finally, the NAFTA provides specific customs administration 
procedures to streamline import and export procedures and to ease 
congestion at customs border points. This will alleviate air 
pollution from vehicles in U.S.-Mexican border cities. NAFTA’s 
Customs Administration provisions establish a Working Group, 
which will meet regularly to address ways to facilitate trade 
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flows, including harmonization of automation requirements and 
documentation, and proposed administrative and operational 
changes. : 


IV. THE INTEGRATED BORDER PLAN: ENVIRONMENTAL COOPERATION AT 
WORK 


On February 25, 1992, in fulfillment of the commitment made 
in the May 1 Response, Presidents Bush and Salinas released the 
Integrated Environmental Plan for the Mexican-U.S. Border Area 
(the "Border Plan"). The Border Plan presents the first stage of 
a multi-year program for the protection of human health and 
natural ecosystems along the border between the two countries. 


The Border Plan was jointly developed by EPA and its Mexican 
counterpart, SEDUE (now part of SEDESOL, the Secretariat of 
Social Development), in cooperation with the International 
Boundary and Water Commission (IBWC) in a process notable for its 
public participation and input: a Draft Plan was released on 
August 1, 1991, for public comment and EPA and SEDESOL held 16 
public hearings in the major sister cities along the border. 


Mexico and the United States have agreed in the Border Plan 
to pursue four specific objectives to address the most serious 
environmental problems: 


fo) Strengthen the enforcement of existing environmental 
laws; 

fe) Reduce pollution through a number of joint initiatives; 

fo) Expand planning, training, and education programs 


between the two countries; and 


fe) Improve mutual understanding of environmental 
conditions along the border. 


_ The United States and Mexico will spend well over $1 billion 
during the next several years to implement the Border Plan. 


A. Strengthened Enforcement of Existing Environmental Laws 


Beginning this year, the number of SEDESOL environmental 
inspectors working in communities on the Mexican side of the 
border is being increased to 200. Together with the provision of 
50 new border environmental inspectors in 1990, this latest 
increase in the number of inspectors will amount to a quadrupling 


of environmental inspectors along Mexico’s northern border since 
1989. 
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In addition to Mexico’s unilateral efforts to strengthen its 
own enforcement capability, the United States and Mexico are 
working together to improve enforcement through a new binational 
Cooperative Enforcement Strategy Work Group, established in June 
1991. The two countries are also sharing enforcement information 
and undertaking new cooperative enforcement initiatives. These 
actions are paying off. 


On June 3, 1992, the United States took its first 
enforcement actions related to the Border Plan. Seventeen 
federal and state actions were filed that could result in more 
than $2 million in criminal penalties. U.S. federal enforcement 
efforts led to the preparation of two criminal indictments and 
ten civil actions for violations of federal air pollution, toxic 
substance, community right-to-know, and hazardous waste laws. 


The Mexican government has conducted 7,700 environmental 
inspections during the past six years and, as of 1991, had shut 
down almost 2,000 factories (109 facilities permanently). 


B. New Joint Initiatives to Reduce Pollution 


The Mexican and U.S. governments are implementing several 
new joint initiatives to provide further protection for the 
border environment. These include significantly increased 
support for the expansion of wastewater treatment facilities in 
the border area, such as the international wastewater treatment 
facility at Nogales/Nogales, the new $360 million wastewater 
treatment system at Tijuana/San Diego, and the new $44 million 
wastewater treatment plant at Nuevo Laredo/Laredo. 


Other major initiatives include programs to achieve the 
following objectives: 


fe) Strengthen industrial waste water pretreatment; 

fe) Protect drinking water supplies; 

fe) Control multimedia sources of industrial pollution from 
facilities in Juarez, Tijuana, and elsewhere along the 
border; 

re) Improve the handling and disposal of solid and 


hazardous wastes; 


fe) Improve air quality by improving traffic circulation 
throughout the border area and by increasing vehicle 
inspection and maintenance programs in Mexico; 


Cc. 
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Improve understanding of air quality conditions in El 
Paso/Juarez, San Diego/Tijuana, and Mexicali/Calexico 
through air pollution monitoring programs and the 
preparation of emissions inventories; 


Promote pollution prevention; and 
Assist state and local governments in developing and 


implementing plans and procedures for addressing 
chemical emergencies. 


Expansion of Cooperative Planning, Training and 
Education Initiatives 


SEDESOL and EPA are expanding the joint planning, training 
and education programs that the two agencies have undertaken 
since 1983. Individual programs target emergency preparedness 
and response personnel, government officials, the private sector 
and the general public. The following are among the new programs 
that are being pursued: 


Oo 


D. 


Model environmental education demonstration projects in 
local border area communities; 


Hook-ups to a computer-based international information 
clearinghouse on pollution prevention and other "clean" 
technologies; and 


Integration of environmental research by university 
consortia and other academic institutions into the 
framework of the Border Plan. 


Enhanced Understanding of the Border Environment 


One of the major objectives of the Border Plan is to improve 
U.S. and Mexican understanding of environmental conditions in the 
border area. Some of the specific programs being undertaken 


include: 


1e) 


An inventory of legal and illegal waste disposal sites 
to project future capacity needs for safe management of 
hazardous and solid waste; 


Collection of information on the number, locations, and 


types of new solid waste disposal facilities needed in 
the border area; 


An inventory of water resources shared by the United 


States and Mexico, and an assessment of future water 
demand; 
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fe) Border monitoring programs to assess groundwater and 
surface water quality; and 


fe) Data collection and exchange programs on the analysis, 
proper use, and control of pesticides. 


With the information that is developed during the Border 
Plan’s first stage (1992-1994) -- including information on the 
current quality of environmental resources, such as airsheds and 
groundwater aquifers, and the amount, concentrations, and sources 
of pollution in the border area -- the two governments can better 
define activities needed during the second stage of the border 
plan (1995-2000). 


E. The Border Plan Provides for Increased Public 
Participation 


To increase public participation in the Border Plan 
implementation process, EPA established a Border Environmental 
Plan Public Advisory Committee to advise EPA on environmental 
issues of concern to the border region. 


This 24-member advisory body consists of leaders from 
environmental, business, academic and other civic groups in the 
region. The first meeting of the advisory committee was held on 
June 24, 1992, in Santa Fe, New Mexico. 


Individuals from states and local environmental agencies 
were directly involved in meetings of the work groups on air 
pollution, water pollution, hazardous waste, contingency planning 
and emergency response, and pollution prevention, which were 
established pursuant to the 1983 Border Environmental Agreement 
between the United States and Mexico. 


In the area of emergency preparedness and response, the 
Border Plan also calls for local action groups in each of the 14 
sister cities along the border. These local action groups assist 
state and national agencies in the performance of the following 
functions: 


fe) Coordination of transborder planning, prevention and 
response activities; 


fe) Promotion of community right-to-know initiatives; and 


fe) Facilitation of transboundary notification in the event 
of border area environmental emergencies and the 
transboundary movement of emergency response equipment 
and personnel. 
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7. Funding for the Border Plan 


The United States and Mexico, as well as the border states 
in each country and the private sector, will spend well over chal 
billion during the next several years to implement the Border 
Plan. 


Mexico has committed to investing at least $460 million over 
the next three years in environmental projects in Mexican border 
cities; $147 million is earmarked for projects in 1992 alone. 


The Administration’s financial commitment to the plan is 
$379 million over the next two years. The proposed budget for 
1993 is $241 million. Initially, most of the U.S. funding 
(nearly $200 million) will be directed toward improving the 
border area’s waste water treatment capacity and drinking water 
quality. In addition, $6.2 million will be directed to 
enforcement and hazardous waste management programs, $2.1 million 
to transboundary air quality programs, and $700,000 for border 
development administration. 


Unfortunately, Congress has reduced the funding for the 
Border Plan in the appropriations process. The House of 
Representatives has refused funds for the $50 million EPA request 
for the "colonias" (unincorporated U.S. Border Area communities 
without drinking water and adequate sewage hookups) and cut the 
Administration’s $65 million request for a Tijuana-San Diego 
sewage treatment plant to $32 million. In the Senate, the 
Appropriations Committee reduced by $120 million the requested 
funds for border wastewater treatment. President Bush has urged 
Congress to fully fund the border environment initiatives. 


Vv. ENVIRONMENTAL COOPERATION BEYOND THE BORDER 


The United States and Mexico have developed one of the 
world’s most comprehensive bilateral relationships in the area of 
environmental protection. Numerous cooperative activities have 
been intensified, and new ones undertaken, in fulfillment of the 
Administration’s May 1 Response, as detailed in Appendix B. In 
addition to the border environmental programs reviewed above, 
joint efforts are underway regarding pollution in the Mexico City 
region, endangered species conservation, protection of forests 
and natural resources, and environmental technology transfer. 


A. Reducing Pollution in Mexico City 


Dealing with the environmental problems of the Mexico City 
region has become a priority of the Mexican government. Last 
year, President Salinas permanently closed 24 military-industrial 
installations and the largest oil refinery in the Mexico City 
area. This year, Mexico created a Commission for Pollution 
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Prevention and Control in the Valley of Mexico, a high- | 
level body that will implement all decisions related to air 
pollution. 


The United States is working closely with Mexico in this 
effort. Under the 1989 Mexico City Environment Agreement, EPA 
experts have been providing assistance to Mexican officials on 
techniques and programs for dealing with air and water pollution 
and solid waste management. 


Under a separate agreement, the Department of Energy and the 
Mexican Petroleum Institute have nearly completed a three-year, 
$9 million program to analyze sources of air pollutants in Mexico 
City. This program will provide Mexican officials with a data 
base for evaluating air quality improvement strategies. The 
initiative is also expected to be a model for studying air 
-pollution in other Mexican cities. 


Bs Promoting Conservation 


Bilateral cooperation on conservation issues has also grown 
considerably over the past few years. 


1. Protecting Endangered Species 


In the area of endangered species protection, Mexico last 
year joined the Convention on the International Trade in 
Endangered Species (CITES), the primary international regime for 
regulating trade in wildlife. This action will greatly bolster 
bilateral efforts to prevent illegal trade in endangered species. 
The U.S. Fish and Wildlife Service is helping Mexico implement 
effective programs under CITES guidelines to monitor and control 
its wildlife trade. 


Bilateral programs are being enhanced to study and protect 
threatened and endangered species such as the black bear and the 
peregrine falcon. Extensive efforts are underway to protect 
wetlands that provide important habitats for migratory birds 
throughout North America. The National Park Service is also 
exploring with Mexican officials the establishment of adjacent 
"Sister parks" along the border, beginning with the Big Bend 
National and Sierra del Carmen Parks. 


2 Improved Forest Conservation 


There has been considerable emphasis on the protection of 
tropical forest regions, which provide habitat for large numbers 
of species. The U.S. Agency for International Development 
(USAID) will provide over $5 million from 1990-1994 to support 
biosphere reserves to protect key tropical forest regions in 
southern Mexico. The U.S. Forest Service is also assisting 
Mexico in undertaking a remote sensing survey of its forests to 
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provide much-needed information for implementing effective forest 
conservation programs. 


By Protecting Marine Resources 


The protection of marine species is another priority 
bilateral concern. The National Marine Fisheries Service and 
USAID are providing technical assistance in Mexican efforts to 
reduce sea turtle and dolphin mortality in commercial fisheries. 
Mexico has made significant strides in recent years in protecting 
dolphins, sea turtles, and other living marine resources 
throughout its exclusive economic zone. 


CG; Other Bilateral Cooperative Activities 


Environmental Business Committee Established 


In January 1992, the United States and Mexico established an 
Environmental Business Committee, which serves as a forum for the 
business communities of both countries to undertake activities on 
environmental priorities. Under the Committee structure, 
businesses can share their experience and expertise in such areas 
as pollution prevention and compliance with environmental 
regulations. A primary objective of the Committee is to help 
small- to medium-sized Mexican companies meet environmental 
standards. 


2a Reducing Pollution in the Gulf 


Considerable bilateral work is underway regarding pollution 
in the Gulf of Mexico. The two countries have worked together to 
address these concerns in multilateral fora such as MARPOL, which 
sets guidelines for the discharge of pollutants from ships, and 
the Caribbean Environment Program, which is developing programs 
for land-based sources of marine pollution. Mexican officials 
are also participating in pollution research programs under the 
U.S.-sponsored Caribbean Environment and Development Institute. 


Ske Increased Technology Transfer 


Technology cooperation, technical assistance, and training 
are key areas of bilateral activity. USAID will provide more 
than $1 million in technical assistance from 1990 to 1993 to help 
implement environmental regulations. In a related effort, last 
year EPA established an Environmental and Energy Efficient 
Technology Transfer Clearinghouse in Mexico City, which provides 


important information for environmental decision-makers in 
Mexico. 
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VI. NEW U.8.-MEXICO ENVIRONMENTAL AGREEMENT 





In early September 1992, the United States and Mexico 
initialled an "Agreement Regarding the Strengthening of Bilateral 
Cooperation through the Establishment of a Joint Committee for 
the Protection and Improvement of the Environment." This 
agreement will provide for expanded cooperative work on a range 
of environmental concerns. Whereas previous bilateral agreements 
in 1983 and 1989 were limited geographically to either the border 
area or to Mexico City, the scope of this agreement, which is 
expected to be signed shortly, is nationwide. 


p Strengthened Cooperation 


The Agreement commits both the United States and Mexico to 
strengthen and expand existing cooperation to prevent and control 
environmental pollution, including through the formulation of 
strategies for the enforcement of environmental laws and 
regulations. Other potential areas of cooperation under the 
agreement include environmental impact assessment, pesticides, 
toxic emissions reporting, response to chemical emergencies, 
information and education programs, and technology cooperation. 


Cooperative activities in the areas listed above can 
include: - information and education exchanges; cooperative visits 
upon mutually agreed terms; cooperation on investigative efforts; 
training and technical assistance programs; the holding of 
meetings, seminars, and conferences; the exchange of personnel; 
consultation on domestic programs; and other forms of cooperation 
agreed to in writing by the two countries. 


B. New Joint Environmental Committee 


The Agreement establishes an important new consultative 
mechanism, the Joint Committee, composed of an equal number of 
representatives from the relevant Federal agencies of each 
country. Each country will select a National Coordinator to 
serve as its principal representative to the Joint Committee. 
The Administrator of the Environmental Protection Agency will be 
the U.S. National Coordinator. 


The Joint Committee will meet at least annually, but may be 
called into special session to address swiftly matters of mutual 
concern. It will also serve as a new channel to allow Mexico and 
the United States to address "environmental emergencies," if they 
occur, and to avoid potential disputes that might otherwise 
arise. 


The Joint Committee will also review and assess the 
Agreement and its implementation; discuss ways of improving 
bilateral environmental cooperation; and consider, as 
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appropriate, information regarding either party’s environmental 
pollution laws and regulations. The Joint Committee will report 
the findings to the U.S.-Mexico Binational Commission (BNC). 


The Joint Committee will establish appropriate work groups, 
consisting of representatives from both parties, to cooperate in 
specific areas of activity covered by the agreement. The work 
groups will prepare blueprints for these joint activities in the 
form of "work plans," and may include participation by 
authorities from state and local governments. 


The United States and Mexico are now discussing a proposed 
list of agenda items or work plans to be taken up at early 
meetings of the Joint Committee. 


Cc. Public Participation 


The agreement improves public participation in cooperative 
environmental decision-making by the United States and Mexico. 
Under the Agreement, the National Coordinator from either country 
can request that a special meeting of the Joint Committee be 
called to address matters brought to the attention of the 
National Coordinators by members of the public or non- 
governmental organizations from their respective countries. 


In addition, the Joint Committee is required to establish 
appropriate forms of public participation. These could include 
public participation at meetings of the Joint Committee or 
written submissions from the public and non-governmental 
organizations to the National Coordinators. Moreover, the 
agreement authorizes the establishment of public advisory 
committees by each country to provide advice and recommendations 
to members of the Joint Committee from their country. Finally, 
the Joint Committee is required by the agreement to submit an 
annual report to the BNC, available to the public upon request. 


VII. TRILATERAL ENVIRONMENTAL COOPERATION 


On September 17, 1992, the U.S., Mexican, and Canadian 
environment ministers held their first trilateral meeting in 
Washington on the environment. At that meeting, the ministers 
agreed to establish a North American commission on the 
environment to work on issues of common concern, including those 
related to the NAFTA. The ministers instructed their staffs to 
work out the details of the Commission. 
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VIII. ENFORCEMENT OF ENVIRONMENTAL LAWS AND REGULATIONS 


Mexico’s record on enforcement of environmental laws 
continues to improve as more resources are available to devote to 
enforcement activities. When viewed in the light of both 
Mexico’s own commitment to environmental protection and in 
conjunction with enhanced bilateral cooperation on enforcement 
matters, the claim that Mexico will become a pollution haven is 
simply unfounded. 


A. Mexico’s Strong General Ecology Law 


Mexico’s General Ecology Law vests primary authority to 
enforce environmental laws, regulations, and standards in 
SEDESOL. In addition, as with U.S. law, the General Ecology Law 
delegates a significant role to the states of Mexico to adopt 
-legislation and establish processes to implement the basic 
mandates of the General Ecology Law. As in the United States, 
Mexican state environmental laws cannot require any lower 
standards than the Federal law, but may be -- and in several 
cases are -- more stringent than Federal standards. By mid-1991, 
18 of the 31 Mexican states had enacted legislation comparable to 
the General Ecology Law, including four of the states along the 
U.S.-Mexico border: Sonora, Nuevo Leon, Coahuila, and 
Tamaulipas. 


Mexican enforcement practice also seeks to perform on a 
multi-media (e.g., combined air, water, etc.) basis. In 
particular, inspections generally involve a review of impacts on 
various media at the same time. 


B. Mexico’s Enforcement Mechanisms 


To date, enforcement in Mexico under the General Ecology Law 
has generally involved one of three techniques: plant closings 
(temporary, permanent, partial, or a combination thereof) 
intended to lead to the negotiation of compliance agreements; the 
imposition of fines; and voluntary compliance agreements. Mexico 
gives preference to these civil administrative enforcement tools 
over civil judicial actions and criminal prosecutions, which 
involve turning the matter over to the Office of the Attorney 
General. 


tT. New Federal Attorney for Environmental Protection 


SEDESOL recently created a new Office of the Federal 
Attorney for the Protection of the Environment, currently headed 
by Mexico’s former ambassador to the Organization of American 
States, Santiago Onate. This new office has the authority to 
initiate certain criminal prosecutions for violations of Mexican 
environmental laws, regulations and technical norms/standards, in 
addition to the imposition of fines and the shut-down of 
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facilities. In addition, the Office of the Federal Attorney for 
the Protection of the Environment was set up to receive 
allegations of non-compliance with environmental laws, 
regulations and standards received directly from the public. 


2a Plant Closings 


All enforcement decisions (such as a decision to close, or 
partially close, a facility) rest principally with SEDESOL. The 
emphasis on administrative measures highlights the importance of 
strict observance of formal procedures by officials to ensure 
fairness in the process. If a company disagrees with the 
enforcement action and the SEDESOL requirements for an acceptable 
plan of operation to avoid future sanctions, it can invoke a 
judicial review proceeding and bring the matter to the Ministry 
of Justice for action. To date, this procedure has rarely been 
used. ; 


In Mexico, plant closings are intended to lead to 
consultations between SEDESOL and corporate entities, who are 
formally charged with violating the law. The closings occur in 
advance of negotiations, and the plant is generally allowed to 
reopen only after reaching an agreement that embodies a 
compliance schedule with SEDESOL. 


Ge Mexico’s Enhanced Enforcement Efforts 





as Plant Closings in Mexico City and Along the Border 


In May 1991, the largest oil facility owned by PEMEX (the 
Mexican national oil company) was permanently closed. This 
facility was located in Mexico City and caused about 15 percent 
of Mexico City’s industrial air pollution. It was closed despite 
the resultant loss of several thousand jobs. 


In the first five months of 1992, the Mexican government 
inspected 75 facilities, resulting in the temporary closing of at 
least 35 facilities and one permanent shutdown. 


In June 1992, for example, SEDESOL temporarily closed ten 
factories in Matamoros, including seven U.S.-owned plants, for 
alleged violations of environmental laws. 


_ _SEDESOL closed two facilities in Baja California, Mexico, 
which were suspected of illegally disposing of hazardous waste in 
the border area, and arrested one facility’s operator. This 


action was announced by SEDESOL on July 28, 1992. EPA cooperated 
in investigating this matter. 


The Mexican government also recently ordered the shutdown of 
eight other noncomplying facilities and the forfeiture of surety 
bonds posted by an additional four companies. Notices of 
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infractions were issued against another 22 facilities. To date, 
over 200 facilities in the U.S.-Mexico Border Area alone have 
been either temporarily or permanently shut down by Mexican 
officials for noncompliance with Mexican environmental laws. 


a. Increased Inspection Capabilities 


Mexico has greatly increased its inspection capabilities. 
In fact, the number of inspections conducted in Mexico has been 
increasing since 1982. In recent years, there has been a three- 
fold increase in the number of inspectors throughout Mexico to 
more than 300, including 200 inspectors operating in the Border 
Area of Mexico. This fact is particularly significant since, 
prior to 1991, Mexico had only 109 inspectors -- nine for Mexico 
City and 100 for the rest of the country. 


In addition, Mexican regulations recognize that one of the 
basic prerequisites to an effective enforcement program is the 
collection of information from the community to identify 
regulated facilities, to assess the nature and quantity of 
pollutants being generated, and to assess the 
management/pollution control practices of each facility. SEDESOL 
has embarked on a program to collect such information, and is 
especially focused on information regarding industries in the 
Border Area whose operations may have transboundary impacts. 


To further these efforts, SEDESOL is working to create a 
communications policy to increase the effectiveness of the 
enforcement program. By strategically publicizing its 
enforcement activities, SEDESOL hopes to encourage wider 
voluntary compliance and increase the deterrent effect of its 
actions. This step should also help SEDESOL respond in a 
concrete fashion to various interested constituencies. The air 
pollution problems in Mexico City have also contributed to a 
heightened awareness of the importance of environmental 
enforcement in one of the world’s most populous cities. 


Ss Increased Funding for Enforcement 


Mexico has recently bolstered its enforcement budget to 
ensure that President Salinas’ commitment to "clean growth" is a 
reality. An increasing percentage of SEDESOL’s budget is being 
designated for enforcement and enhancement of inspection 
capabilities. In fact, over $68.2 million has been committed 
nationally by SEDESOL in 1992 for enforcement activities, up from 
$3.7 million for enforcement in 1989. 


This commitment is further enhanced by a recently approved 
World Bank loan totaling $50 million. A portion of the World 
Bank funds is designated for improved compliance monitoring and 
enforcement and for carrying out increased numbers of industrial 
inspections. As a condition for receiving these funds, Mexico 
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has committed $46.6 million in matching funds for 1992, making a 
total of $96.6 million available over the next four years for, 
among other things, enforcement activities. 


D.. U.S.- Mexican Cooperative Enforcement Efforts 


The United States and Mexico have been building a 
significant cooperative relationship with respect to 
environmental enforcement over the last several years. EPA and 
SEDESOL have given particular emphasis to strengthening the 
enforcement of hazardous waste regulations on either side of the 
border. 


Under the 1983 Border Environment Agreement, officials in 
EPA Regions 6 and 9 (which include all states along the U.S.-~- 
Mexico border) have participated in a number of cooperative 
efforts with SEDESOL relating to hazardous waste enforcement, 
including inspector training activities, visits to Mexican and 
U.S. facilities, and participation in border stops to check for 
illegal hazardous waste shipments. 


In Region 6, EPA has established a pilot tracking system 
that has a joint data base for Mexican and U.S. information on 
waste movements across the border. That system will be expanded 
to encompass the entire Border Area to allow for effective 
enforcement of waste transport regulations. In cooperation with 
the U.S. Customs Service, EPA and SEDESOL have also strengthened 
U.S. and Mexican control of waste movements and conducted border 
spot checks to train U.S. and Mexican customs officials. 


EPA and SEDESOL have begun to develop a cooperative working 
relationship towards enforcement responses to specific incidents. 
For example, after U.S., California and local investigators 
recently informed SEDESOL that they believed they had discovered 
an illegal hazardous waste export operation, SEDESOL discovered 
several drums of waste solvents at a pottery kiln in Tijuana. 

The drums were returned to the United States, with EPA assisting 
SEDESOL in their removal. The incident led to the prosecution in 
the United States of the primary exporter, who has now been 
convicted of charges relating to illegal exporting. 


__In another incident, SEDESOL notified EPA that a U.S.-owned 
facility had burned to the ground, with numerous hazardous waste 
drums left on site. EPA investigators worked with SEDESOL and 


the U.S. parent corporation to ensure that the drums were 
disposed of properly. 
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Recently, EPA filed seven administrative enforcement actions 
against U.S. steel producers exporting electric furnace dust 
waste to Mexico in violation of U.S. hazardous waste export laws. 
These cases were developed with the cooperation of the Mexican 
government. The U.S. and the Mexican governments will continue 
to cooperate to ensure the enforcement of laws within their 
respective boundaries. 
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APPENDIX A 


IMPLEMENTING THE ENVIRONMENTAL REVIEW 


In consultation with representatives of the environmental 


community, Members of Congress, and the private sector, the 
United States developed NAFTA negotiating proposals based on the 
recommendations contained in the Environmental Review. As shown 
below, each of the recommendations (in bold) has been fully 
implemented. 


oO 


Ensure that the investment liberalization provision will not 
prevent the adoption or enforcement of measures, otherwise 
consistent with the Investment Chapter, that a NAFTA country 
deems appropriate to ensure that investment activity is 
undertaken in a manner sensitive to environmental concerns. 


-- NAFTA’s investment provisions state explicitly that the 
Chapter will not prevent a Party from adopting, 
maintaining, or enforcing any measure, otherwise 
consistent with the Chapter, that it considers 
appropriate to ensure that investment activity is 
-undertaken in a manner sensitive to environmental 
concerns. This means, for example, that a Party can 
require environmental impact statements or stringent 
emissions standards as long as those requirements apply 
equally to domestic and foreign investors. 


-— In addition, NAFTA explicitly recognizes that it is 
inappropriate to encourage investment through 
relaxation of domestic health, safety or environmental 
measures.. In the event that a Party is considered to 
have taken such action as an inducement to a particular 
investment, any other Party can insist on consultations 
aimed at eliminating the practice. 


Include U.S. environmental engineering, hazardous and 
municipal waste management, and treatment services firms and 
professions as part of the Investment and Services 
negotiations, seeking national treatment and liberalized 
rights of entry. 


-- The NAFTA will ensure that U.S. providers of these 
services have access to the Mexican market. Mexico 
must provide "national treatment" (i.e., treatment no 
less favorable than that provided its own nationals) to 
such activities, including the right to establish 
businesses. 
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-- In addition, NAFTA’s temporary entry provisions will 
allow U.S. firms to send qualified U.S. scientists and 
environmental engineers to Mexico to provide services 
as part of a contract. 


Seek elimination of duty drawback and other duty remission 
programs after a phase-in period to reduce the incentives to 
establish export-only maquiladora plants (which tend to be 
located disproportionately in border areas). 


—— Under the terms of the NAFTA, Mexico will phase out 
duty drawback, export performance requirements, and 
other export incentive schemes Over a seven year 
period. New and existing investment in Mexico will no 
longer be "required" to export. Instead, investors 
will be free to direct their activities to satisfying 
demand in a growing Mexican economy. 


Maintain the right to impose and enforce through trade 
restrictions product standards and technical regulations 
that are more stringent than international standards when 
these standards have a scientific basis and reflect the 
level of risk a Party judges as appropriate. 


-- NAFTA allows the parties, including states and cities, 
to enact standards that are stricter than international 
or national standards; 


== NAFTA affirms the right of each party to choose the 
level of protection of human, animal, or plant life or 
health it considers appropriate; and 


cal Finally, NAFTA encourages the parties to strengthen 
standards through upward harmonization. 


Maintain the right to impose trade restrictions pursuant to 
U.S. health, environmental, conservation, and endangered 
species legislation and international agreements. 


-= NAFTA maintains existing U.S. federal and state health, 
safety, and environmental standards, and preserves our 
right to ban non-conforming imports; 


ma NAFTA protects the mandatory trade provisions of 
international environmental agreements, including the 
Montreal Protocol on Substances that Deplete the Ozone 
Layer, the Convention on International Trade in 
Endangered Species of Wild Fauna and Flora (CITES), the 
Basel Convention on the Control of Transboundary 
Movements of Hazardous Wastes and Their Disposal (or 
related U.S. bilateral agreements with Canada and 
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Mexico) or any other environmental or conservation 
agreement that all three NAFTA countries agree to 
include; 


In the event of any inconsistency between NAFTA and the 
mandatory trade provisions of these key environmental 
or conservation agreements, the environmental 
agreements will prevail; and 


Where a Party has a choice between equally effective 
and reasonably available means of complying with its 
environmental obligations under these agreements, it 
should choose the measure that is most consistent with 
the NAFTA. 


Develop dispute resolution mechanisms that are sensitive to 
environmental programs and values. 


NAFTA’s dispute settlement chapter contains several 
environmentally sensitive provisions. First, NAFTA 
places on the party challenging an environmental 
measure the burden of proving that it is inconsistent 
with the agreement. 


_Second, in most types of disputes arising under the 


NAFTA, the dispute settlement panel, on its own 
initiative or at the request of a disputing Party, may 
request a written report from an independent Scientific 
Review Board on any issues of fact concerning the 
environment, health, and safety. The dispute 
settlement panel will take the Review Board’s report 
into account before reaching its final decision and 
will release the report to the public together with any 
final panel decision that is publicly released. 


Third, if a party to a dispute claims that its action 
related to its obligations under one of the 
international environmental or conservation agreements, 
or under NAFTA’s provisions on Standards or Sanitary 
and Phytosanitary measures, it has the option of having 
the dispute considered exclusively under the NAFTA 
(rather than the GATT) with access to a NAFTA 
Scientific Review Board. 


Reduce regulatory and other barriers to the export of 
natural gas among NAFTA countries to facilitate use of this 
cleaner, more environmentally benign fuel. 


NAFTA’s energy provisions will permit U.S. firms for 
the first time to negotiate directly with Mexican 
buyers of natural gas and to conclude contracts with 
the buyers along with PEMEX. 
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Reduce regulatory and other barriers, including investment 
barriers, that impede cross-border trade in electricity and 
the establishment of state-of-the-art cogeneration 
facilities in order to reduce the use of inefficient, older 
fossil fuel generating facilities, particularly in the 
border region. 


mee In addition to providing U.S. firms the opportunity to 
negotiate directly with Mexican buyers of electricity, 
NAFTA will require Mexico to allow the private 
ownership and operation of electric generating plants 
for self generation, cogeneration and independent power 
production. Electricity trade across the border will 
enhance system efficiency and provide the environmental 
benefits of cleaner fuel use. 


Work to resolve existing access problems for motor carriers 
and railroads on both sides of the border. 


-- While maintaining safety standards, the NAFTA will 
decrease border congestion by allowing trucks and 
railroads to transport cargoes directly to their 
destination in both countries. For trucks, this means 
cutting idling time and ending the need to switch 
trailers at the border and return home empty. 


Encourage ongoing efforts among the United States, Mexico, 
and Canada to harmonize safety and environmental standards 
for motor carriers, hazardous materials, and rail 
transportation. 


-~ NAFTA establishes a Land Transportation Standards 
Subcommittee to harmonize and heighten safety 
regulations as they relate to drivers, mechanical 
equipment, securement of cargo, maintenance, repair and 
inspection, regulations on emissions and environmental 
pollution levels, road signs, and means to monitor 
compliance. The group will also address standards 
relating to railroad personnel, locomotives, and train 
equipment. 


Address problems involving incompatible blends of diesel 
fuel in the United States, Mexico and Canada. 


ave NAFTA establishes a North American Automotive Standards 
Council, which will develop a work program to make fuel 
standards compatible. In addition, the Council can 
address related issues including emissions from on-road 
and non-road mobile sources. 
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Support the efforts of the Transportation Working Group and 
others to develop solutions to border congestion problems. 


On. July 20-22, 1992, the U.S.-Mexico Transportation 
Working Group (TWG) held its semi-annual plenary in 
Nogales, Arizona. On July 20, the subgroup on Freight 
by Rail and Truck agreed to examine ways of relieving 
border congestion and facilitating cross-border trade, 
with carriers pledging to look at each countries’ 
practices and regulations that have an effect in these 
areas. 


On July 22, the subgroup conducted a site visit of the 
U.S. and Mexican Mariposa border crossing facilities in 
Nogales. The subgroup will meet periodically at key 
border crossings to exchange information and conduct 
site visits in order to get first-hand experience of 
the specific problems that affect each port. For 
example, because so many agricultural products are 
brought into the United States through the Mariposa 
crossing, traffic in Nogales is largely affected by 
seasonal trends and the U.S. Department of Agriculture 
has a strong presence. 


_ Recommendations will be targeted on a port-by-port 


basis, as well as on practices that affect all ports. 
The issues that were discussed at the meeting in 
Nogales included: Customs regulations, exchange of 
truck and rail traffic data to determine transportation 
trends, emergency response to hazardous materials 
accidents at the border, insurance, road construction 
needs, railcar disinfection, and specific operations of 
the Mariposa border crossing in Nogales. The group 
will coordinate closely with the Border and Bridges 
Commission. 


Work toward harmonization of different or inconsistent 
customs procedures in the United States and Mexico that 
exacerbate border crossing delays. 


The NAFTA provides for adoption of harmonized customs 
administration procedures to streamline import and 
export procedures and to ease congestion at customs 
border points. Moreover, NAFTA’s Customs 
Administration provisions establish a Working Group to 
meet regularly to address ways to facilitate trade 
flows, including harmonization of automation 
requirements and documentation and proposed 
administrative and operational changes. 
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APPENDIX B 


BILATERAL ENVIRONMENTAL COOPERATIVE ACTIVITIES: 
COMMITMENTS AND PROGRESS 


This Appendix itemizes the commitments made in the President’s 
May 1 Response to Congress to address environmental issues 
parallel to the NAFTA negotiations, and describes specific 
actions taken in response. In most instances, the environmental 
issues addressed will require constant attention for years to 
come. Thus, the President’s commitments are ongoing, and the 
work to fulfill those commitments will continue as an integral 
part of the ever-expanding cooperative environmental relationship 
between the United States and Mexico. 


I. BORDER ISSUES 


COMMITMENT: Preparation of a long-term integrated Border 
Environmental Plan to address air and water pollution, hazardous 
waste, chemical spills, pesticides, and enforcement. 


ACTIONS TAKEN: On February 25, 1992, Presidents Bush and Salinas 
released the "first stage" of the Integrated Environmental Plan 
for the U.S.-Mexico Border Area (the "Border Plan" or "Plan") 
covering the period 1992-1994. 


fe) The plan builds on the 1983 Border Environment Agreement and 
its bilateral Work Groups and identifies priority 
activities. In addition to officials from environmental 
agencies, the Work Groups include representatives of the 
border states and local governments. A meeting to discuss 
plan implementation and oversight was held in Santa Fe, New 
Mexico, in June 1992. 


A Air Pollution: 


fe) Stage One of the Border Plan will focus on developing a 
comprehensive inventory of emissions sources and establish 
additional air pollution monitoring programs to provide data 
needed for developing strategies to combat air pollution in 
the three most affected areas of the border region (San 
Diego/Tijuana, Calexio/Mexicali, and El Paso/Ciudad Juarez). 
At the June 1992 meeting, the Air Work Group decided to 
establish sub-work groups for these regions. 
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The Air Work Group will hold its next meeting in September 
1992 to focus on volatile organic compound estimation 
techniques and control measures for important border 
industries such as electronics, coating and printing. A 
further meeting is scheduled for December 1992. 


Water Pollution: 


Stage One (1992-1994) of the Plan intensifies the 
cooperation of the International Boundary and Water 
Commission (IBWC), EPA, and SEDOSOL (EPA’s Mexican 
counterpart agency), and features the following actions to 
address priority concerns: 


Construction of sewage collection and treatment 
facilities in Calexico/Mexicali, San Diego/Tijuana and 
Laredo/Nuevo Laredo; 


A new project to collect and divert sewage from 
Nogales, Sonora to a newly expanded International 
Wastewater Treatment Plant, together with planning for 
another expansion of that international plant; 


A test program in Nogales/Nogales as the basis for an 
agreement and programs to ensure pretreatment of 
industrial waste before discharge to municipal sewage 
collection and treatment systems; 


A program with the State of Texas for more 
comprehensive testing of water quality of transboundary 
groundwater aquifers and of surface waters, 
particularly surface waters of the lower Rio Grande; 
and 


An IBWC-recommended agreement on water quality 
standards for the Rio Grande, beginning with El 
Paso/Ciudad Juarez. 


Hazardous Waste: 


The Border Plan addresses the problem of the proper 
management of hazardous wastes through a series of 
initiatives, including: 


Development of a joint system to track movement of 
hazardous wastes across the border; 


Development of a system for determining the quantity of 
wastes generated in maquiladora plants and ensuring that 
they are disposed of in an environmentally sound manner; 
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=< Identification of illegal or abandoned waste sites on 
both sides of the border; 


ac Implementation of cooperative enforcement programs to 
detect illegal activities in the border region; and 


=o Exchange of information on plans by both countries for 
the proper disposal of wastes generated by border 
industries. 


At the June 1992 meeting in Santa Fe, New Mexico, the 
Hazardous Waste Work Group created subgroups to ensure that 
important binational issues would be closely followed. On 
July 21 and 22, the subgroups on siting of facilities and on 
repatriation of hazardous waste met in Mexico City. 


Chemical Spills: 


Recognizing the importance of responding quickly to 
potential emergencies along the border, the two countries 
established the U.S.-Mexico Inland Joint Response Team (JRT) 
in the 1980’s. As part of the Border Plan, the JRT has 
developed an action program to be undertaken in the coming 
year. This program includes the following initiatives: 


-- A detailed impiementation schedule for each of the 14 
Sister Cities for the development of a planning 
structure and a contingency plan for chemical 
emergencies; 


-- Establishment of a working relationship between each 
Sister City pair, focused on contingency planning for 
hazardous substance incidents from fixed facilities or 
transportation sources; and 


-- Improved methods for making information and data 
concerning hazardous substances available to the public 
in the Sister Cities. 


Progress on this program was reviewed at the 1992 National 
Coordinators meeting in Santa Fe, New Mexico, where it was 
decided to accelerate completion of the Sister City plans. 


-- The work plan objective is now to have in place 
contingency plans for the 14 Sister City pairs along 
the border by the end of 1993. 


-- EPA is currently overseeing the development of profiles 
on hazardous materials inventories at facilities along 
the border. 
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E. Pesticides: 


° The Border Plan addresses potential problems related to the 
use of pesticides. Major programs under Stage One of the 
Plan include: 


-- Technical cooperation programs between SEDESOL and EPA 
in the areas of pesticide misuse, control, and 
farmer/applicator and dealer training; 


= Regular exchange of information regarding unreasonable 
health or environmental risks created by pesticides and 
coordination of actions to regulate the use of such 
pesticides, as necessary; and 


-- Continued U.S. assistance in product and residue 
analysis, including chemist training, and joint quality 
assurance programs. 


fe) Mexico is taking steps to consolidate its laboratory 
capability in Matamoros and to privatize other laboratories 
providing commercial services. 


COMMITMENT: Establish[ing] a process for public comment on the 
Border Environmental Plan and its implementation. 


ACTIONS TAKEN: As part of the process of developing the Border 
Environmental Plan, EPA and SEDESOL held public hearings in 16 
cities along the border to solicit input from the public and 
private sectors. Moreover, the Border Plan itself incorporates 
various mechanisms for ensuring continued public participation in 
its implementation. For example: 


fe) SEDESOL and EPA will provide opportunities for participation 
by the public and private sectors in the annual review of 
the Plan’s implementation and in the development of the 
Second Phase of the Plan. 


fe) EPA and SEDESOL have agreed to establish advisory groups to 
provide each side with continuing public input. 


fo) An EPA Border Plan Public Advisory Committee has been 
established and chartered pursuant to the Federal Advisory 
Committee Act (FACA). A Federal Register Notice was filed 
soliciting nominations, from which 22 individuals were 
selected as members of the Committee. These individuals 
represent the broad range of interests along the border 
including community leaders, non-governmental organizations, 
labor groups, business and industry. 
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aioe The first meeting of the Advisory Committee was held on 
June 24, 1992, in Santa Fe. The meeting was extremely 
successful and the members are working together as a 
team to develop recommendations for EPA. 


-- The Advisory Committee’s steering committee will meet 
in September 1992 in El Paso, and a full meeting is 
scheduled for mid-November 1992 in Juarez, Mexico. 


COMMITMENT: A comprehensive periodic review of the Border 
Environmental Plan [will be undertaken], including consideration 
of whether the Plan should be broadened to address other border 
environmental problems. 


ACTIONS TAKEN: The first comprehensive review of the Border Plan 
and its implementation took place at the June 1992 National 
Coordinators meeting. EPA, SEDESOL and appropriate state and 
-local government agencies agreed that the work was important and 
needed to continue. 


fe) The implementation of the Border Environment Plan will be 
reviewed annually. The Plan will be revised and Stage Two 
of the Plan implemented in 1994. 


oO The two sides will consider whether to expand the Plan to 
include such environmental problems as marine pollution, 
urban development, environmental health, and conservation. 


-= The first stage of the Border Plan contains a 
discussion of ongoing efforts in these areas, but does 
not include them as part of the Plan’s implementation 
section. 


COMMITMENTS: To continue to mobilize and assess future 
resources of border pollution control. 


ACTIONS TAKEN: The Administration’s FY1993 budget included a 
request for $241 million for border environment programs, a sharp 
increase over the $141 million spent in FY1992. Mexico announced 
late last year a 3-year $460 million program in support of Plan 
initiatives, a significant increase over the amount spent by 
Mexico on border environment programs in previous years. In 
addition: 


fe) Mexico is arranging for funding for enhanced environmental 
programs through loans from the World Bank and the 
Inter-American Development Bank (IADB). 
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-- President Salinas recently announced a $200 million 
"debt-for-nature" swap, which includes $100 million 
from IADB sources, to finance air pollution and 
reforestation projects in the valley of Mexico City. 


= In March 1992, the World Bank approved a $50 million 
loan to SEDESOL, which entailed $46 million in matching 
funds from the Mexican government. 


II. ENFORCEMENT 


COMMITMENT: Establish a process of consultation on the 
implementation of our cooperative arrangements and our respective 
environmental standards, including providing an opportunity for 
the public to submit data to appropriate national authorities on 
alleged non-compliance. 


ACTIONS TAKEN: In June 1991, the U.S. and Mexico established a 
Cooperative Enforcement Strategy Work Group to facilitate and 

maintain a regular exchange of information on the implementation 
of their respective laws, regulations, and enforcement policies. 


fe) The Work Group has agreed in principle to exchange annually 
data on enforcement efforts -- e.g., number of inspections 
conducted, fines collected, facility shutdowns, judicial 
actions -- in all environmental media and has also agreed in 
principle to serve as the forum for responding to 
information from the public on alleged violations of 
environmental laws. 


fe) The Cooperative Enforcement Strategy Work Group met on 
June 24, 1992, in Santa Fe, and took the following 
decisions: 


-- To seek funding to provide further training in Mexico 
regarding Environmental Impact Assessment requirements; 


ada To provide SEDESOL technical assistance and training in 
analysis of historical aerial photographs to determine 


likely locations of illegal hazardous waste dump sites; 
and 


head To send SEDESOL personnel to EPA laboratories for 
training in hazardous waste identification and 
analysis. 


fe) In an effort to further improve environmental enforcement, 


Mexico recently established a new "Federal Attorney for the 
Protection of the Environment." 
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tees This attorney will have authority to bring criminal 
prosecutions for violations of Mexican environmental 
laws, regulations and technical norms/standards, as 
well as authority to impose fines and shutdown 
facilities. 


=< The Federal Attorney is charged with investigating 
citizen complaints of alleged violations which can be 
submitted directly to his office. 


COMMITMENT: Expansion of cooperative enforcement activities, 
including coordinated targeting of potential environmental 
violators where there are significant adverse transboundary 
impacts and cooperative enforcement actions in areas such as the 
disposal and transportation of hazardous waste. 


ACTIONS TAKEN: Under the terms of the Border Plan, EPA and 
. SEDESOL have cooperated in a number of enforcement-related 
activities, such as inspector training programs, information 
exchanges, and border-crossing spot checks. 


fe) In July, EPA announced a series of enforcement actions that 
resulted from cooperative efforts with Mexico. The U.S. has 
taken a total of 17 federal and state actions that seek more 
than $2 million in penalties. This year U.S. federal 
enforcement resulted in two criminal indictments and 10 
civil actions for violations of federal air, toxic 
substance, community right-to-know, and waste laws. 


fe) Cooperative efforts in enforcing environmental laws have 
already yielded positive results. For example, in the case 
of U.S. vs. Franco and Torrea, a joint investigation 
involving U.S. and Mexican authorities at the local, state, 
and Federal levels resulted in criminal charges being 
brought against a U.S. citizen and a Mexican co-defendant 
involved in transporting hazardous waste from the United 
States to Mexico in violation of U.S. laws. 


-- The enforcement action resulted in conviction in May 
1991 of the U.S. defendant who was sentenced to ten 
months in prison and a $4,000 fine. 


fe) A bilateral U.S.-Mexico tracking system is being developed 
to help monitor the movement of hazardous wastes between the 
two countries. 


fe) At the June 1992 Santa Fe meeting, EPA and SEDESOL agreed to 
continue development of procedures for exchanging 
information to support enforcement of environmental laws and 
regulations within each country: 
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-- EPA agreed to transmit the information received from 
U.S. parent companies concerning pledges to promote 
compliance by maquiladora facilities with Mexican 
environmental laws. 


= SEDESOL will evaluate the compliance status of those 
facilities and confer with EPA about further action to 
ensure compliance. 


COMMITMENT: To establish enforcement-specific technical 
cooperation and training. 


ACTIONS TAKEN: The Enforcement Work Group has identified among 
its priorities possible enforcement actions against companies 
involved in accidental spills of oil and hazardous materials 
along the border. 


fe) EPA and SEDESOL are working with U.S. and Mexican Customs to 
improve border checks of hazardous waste carriers crossing 
the border. 

fe) The two agencies are working together to develop a bilingual 


course that will be used to train Customs inspectors on 
paperwork requirements for hazardous materials carriers and 
thus recruit Customs’ help in developing a profile of 
possible illegal shipments of hazardous wastes. 


fe) EPA and SEDESOL are also developing a prototype hazardous 
waste tracking system that will help the two agencies track 
the movement of hazardous waste shipments across the border. 


fe) SEDESOL has recently expressed interest in personnel 
exchanges to help train SEDESOL chemists and other 
laboratory personnel to run a new treatment facility. 
Through its Region 6 laboratory, EPA has offered SEDESOL 


assistance/training for analyzing soil samples for hazardous 
wastes. 


fo) EPA and SEDESOL agreed at the June 1992 National 
Coordinators meeting to continue the dialogue with U.S. and 
Mexican Customs to improve detection of illegal shipments 
and enforcement of environmental export/import requirements. 
Further, it was agreed to increase coordination with state 
and local governments along the border, in cooperation with 
the Hazardous Waste Work Group. 
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III. TECHNICAL COOPERATION AND TRAINING 





COMMITMENT: Establishment of a "business committee" to assist 
small-to-medium-sized Mexican businesses to meet standards, 
including sharing experience and expertise, preparing plans for 
bringing plants and operations up to current requirements, 
seminars, and technical exchanges. 


ACTIONS TAKEN: The U.S. Department of Commerce and the Mexican 
Secretariat of Commerce and Industrial Affairs signed a 
Memorandum of Understanding establishing the U.S.-Mexico 
Environmental Business Committee in Mexico City on November 12, 
L991. 


fe) The Committee serves as a forum for identifying, exchanging 
information, and undertaking activities and projects on 
environmental priorities of concern to the business 
communities of both countries. 


fe) At the Committee’s first meeting in San Diego on January 24, 
1992, three sub-committees were formed to: 


“<o Gather data on border environmental needs; 


-- | Study privatization potential of various environmental 
projects; and 


== Plan future meetings and seminars. 


oO A second meeting was held on May 26, 1992, in Monterrey to 
review progress to date and plan future initiatives. 


re) The Committee held an environmental seminar for U.S. and 
Mexican businesses in Tijuana in August 1992. 


COMMITMENT: . Establish a system-wide exchange of relevant 
scientific/technical data and information. 


ACTIONS TAKEN: The United States and Mexico are in the process 
of developing comprehensive scientific/technical data bases ona 
wide range of environmental and conservation issues. 


fe) One of the major objectives of the first phase of the Border 
Plan is to improve U.S.-Mexican understanding of 
environmental conditions in the border area. The Plan 
includes activities that will generate information on the 
current quality of environmental resources, such as airsheds 
and groundwater, and on the amount, concentrations, and 
sources of pollution in the border area. Such information, 
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which will be available through bilaterally managed computer 
systems, will provide the basis for developing future phases 
of the Border Plan. 


fe) Emergency response cooperation has also been extended to 
areas beyond the border region. 


canes In May 1992, a team of U.S. experts travelled to 
Guadalajara at the request of the Mexican Government to 
assist with emergency response measures following gas 
explosions in that city. 


fe) Under the 1989 Mexico City Agreement and the Department of 
Energy (DOE)-PEMEX Memorandum of Understanding, important 
data bases are being developed on the sources of air 
pollution in the Mexico City area. 


fo) On conservation issues, bilateral work between the Mexican 
government and the U.S. Fish and Wildlife Service, National 
Park Service, U.S. Forest Service, and National Marine 
Fisheries Service is resulting in the development of 
scientific/technical data bases on endangered species 
populations, habitats (e.g. forests, deserts), shared 
fishery resources, etc. 


fe) All of these programs are ongoing. Data bases will continue 
to be developed and expanded over time. 


COMMITMENT: Establish a process for assessing the need for 
technical assistance; facilitate the transfer of technology for 
the environment; promote development of technology for the 
environment 


ACTIONS TAKEN: U.S. agencies are engaged in a wide range of 
technical assistance, training, and technology cooperation 
arrangements with their Mexican counterparts. Many such programs 
are carried out under bilateral agreements, such as the 1983 
Border Environment Agreement, 1989 Mexico City Agreement, 
DOE-PEMEX accord on Mexico City Air Pollution, and agreements 
coordinated by the Fish and Wildlife Service, National Park 


Service, U.S. Forest Service, National Marine Fisheries Service 
and other agencies. 


fe) The United States Agency for International Development 
(USAID) is enhancing its already extensive program of 
technical assistance and technology cooperation in Mexico. 


-- In the 1990-1993 period, over $1 million will be 
provided for training for both the public and private 
sectors in managing environmental programs. 
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= Areas of training and technology cooperation include 
air pollution abatement, solid waste management, 
development and implementation of environmental laws, 
regulations, and technical norms, energy efficiency 
improvement and rational energy use, sustainable forest 
management, protected-areas management, and natural 
resource economics and policy. 


fe) A DOE-sponsored program, PROCER, has been established to 
expand the use of renewable energy technologies for Mexico’s 
rural areas. The program will assist renewable energy 
projects through information exchange, resource assessment, 
education and training, and specific technical assistance. 


fo) In addition, EPA, DOE, and other U.S. agencies have 
developed an Environmental and Energy Efficient Technology 
Transfer Clearinghouse with a pilot program that was 
initiated in Mexico in November 1991. The core of the 
system is a computerized information retrieval network that 
provides access to commercial databases on pollution 
prevention and control, water and hazardous waste 
management, energy efficiency, and air quality. 


COMMITMENT: Enhance consideration of potential health problems 
and environmental risk. 


ACTIONS TAKEN: The U.S. Public Health Service (PHS) initiated a 
study through the U.S.-Mexico Border Health Association to assess 
current health programs and resources along the border. The 
study’s findings, known as Project CONSENSO, were published in 
April 1991 and identified environmental health as one of the six 
main health concerns in the region. 


fe) In order to ensure expert and continuing attention to 
environmental health considerations in the Border Plan, 
regular consultations by SEDESOL and EPA with the Border 
Health Association, the Pan American Health Organization, 
the Mexican Ministry of Health, and the U.S. Public Health 
Service are being instituted. 


fe) As a result of the reported anencephaly problems in the 
Brownsville-Matamoros area, EPA and the U.S. Department of 
Health and Human Services have begun periodic meetings to 
facilitate data exchange. 


-- Discussions have included state agencies, such as the 
Texas Health Department. 


-- At the first meeting, held on July 15, 1992, the 
parties had a detailed discussion concerning the type 
of epidemiological study related to anencephaly that 
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might be conducted and the means by which monitoring of 
air, water and other pollutants in the area might 
proceed. 


=e Once conclusions have been reached on data needed, the 
study will be undertaken in cooperation with Mexican 
federal, state, and local governments. 


COMMITMENT: Improve the public health infrastructure in the 
border area, emphasizing capacity building, training, and 
operation of data systems. 


ACTIONS TAKEN: The U.S. Public Health Service has been working 
with Sister Cities along the U.S.-Mexico border on binational 
projects related to strengthening border health infrastructure. 


fe) EPA has also begun work with other U.S. health agencies to 
ensure that the public health infrastructure in the border 
area improves. 


-- For example, EPA met recently with the Mexican Agency 
for Toxic Substances and Disease Registry (ATSDR) to 
exchange information about their respective U.S.-Mexico 
programs. 


-- This project is geared to training a cadre of Mexican 
public health practitioners in methods developed by 
U.S. health officials in public health assessment and 
the related disciplines of toxicology, epidemiology, 
and risk communication. 


° Representatives of the appropriate agencies will continue to 
meet to develop the study protocol for the public health 
assessment work. A first draft of the protocol is being 
revised by the Mexican investigative team. All U.S. 
concerned agencies will coordinate their involvement in this 
ongoing project. 


COMMITMENT: Establish a cooperative program for sharing 
laboratory facilities. 


ACTIONS TAKEN: EPA and SEDESOL have agreed to explore ways to 
include border area universities, state and local governments, 
and other federal facilities in a laboratory sharing program. 


fo) Through the innovative use of universities and colleges 
throughout the region, the United States and Mexico will be 
able to work together in identifying laboratory facilities 
that will be available for environmental testing. This is 
an ongoing program. 
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COMMITMENT: Assess the feasibility of Eximbank credits or 
guarantees for the acquisition of pollution control equipment or 
other U.S. goods and services to improve Mexico’s environment. 


ACTIONS TAKEN: Eximbank and FCIA programs, including loan, 
guarantee, and insurance programs in Mexico are available for 
environmental-related projects. (On April 30, 1992, total 
Eximbank/FCIA exposure in Mexico exceeded $7.1 billion.) 


oO Eximbank has approved a $255 million trade-related pollution 
control project with BANOBRAS, a Mexican government bank, in 
which Eximbank is guaranteeing a loan from First Interstate 
Bank of California to BANOBRAS for the purchase of buses 
with pollution control exhaust systems. 


_COMMITMENT: Establish procedures for assessing ongoing efforts 
to combat Mexico City air pollution. 


ACTIONS TAKEN: Major programs are underway under both the 1989 
Mexico City Environment Agreement and the 1990 Memorandum of 
Understanding (MOU) between DOE and PEMEX. 


° Under the 1989 Agreement, EPA has provided full support to 
Mexico City on its fuels and other air pollution abatement 
strategies and will continue to work with the Mexico City 
government in this area, providing scientific and technical 
expertise, as needed. 


-= Recently, Mexican President Salinas announced the 
creation of the Commission for Pollution Prevention and 
Control in the Valley of Mexico, which will ensure the 
execution and follow-up of all decisions regarding air 
pollution. 


fe) Under their cooperative MOU, DOE and PEMEX are undertaking a 
Mexico City Air Quality Initiative, a 3-year program to 
which each country will contribute $4.5 million: 


-- The overall research objective is to characterize and 
analyze air pollutants and sources in Mexico City and 
develop atmospheric and chemical reaction computer 
models. 


-- This will provide Mexican authorities with a data base 
for evaluating proposed air quality improvement 
strategies. 


— The initiative is expected to be a model for studying 
atmospheric pollution in other cities in Mexico. 


re) The Mexico City Air Quality Initiative will continue with 
the goal of completing the project by mid-1993. 
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COMMITMENT: Consider the feasibility of undertaking pilot 
projects to address multi-media pollution, such as air, water, 
and wastes for Mexico City. 


ACTIONS TAKEN: At the June 1992 meeting in Santa Fe, New Mexico, 
EPA and SEDOSOL decided to undertake additional work in water and 
solid waste issues within the Federal District (Mexico City). 


fo) Regional experts on solid waste visited Mexico during the 
week of July 20, 1992, to assess the problem. 


IV. CONSERVATION 


In his May 1 Response to Congress, the President pledged to 
expand existing cooperative activities and seek joint effort with 
Mexico on wildlife conservation, parks and natural preserves, 
forests and forest management, and living marine resources, and 
to encourage the establishment of a Mexico-U.S. Volunteer Youth 
Conservation Corps. 


A. Wildlife Conservation: 


COMMITMENT: To encourage Mexico to sign the Convention on 
International Trade in Endangered Species. 


ACTIONS TAKEN: Mexico formally acceded to the CITES treaty on 
July 3, 1991, without reservations. It participated in CITES for 
the first time in the March 1992 meeting of the CITES Parties. 


fe) The National Fish and Wildlife service is providing 
assistance to Mexico in implementing CITES procedures and 
programs for the trade in wildlife products. 


COMMITMENT: To enhance cooperative efforts to stem trade in 
endangered and threatened species. 


ACTIONS TAKEN: The National Fish and Wildlife Service (NFWS) and 
SEDESOL continue to engage in a series of cooperative programs on 


wildlife trade pursuant to a 1984 bilateral Memorandum of 
Understanding. 


fo) NFWS conducted two training workshops for Mexican wildlife 
inspectors in May 1992 on the issue of implementation of 
wildlife laws and CITES. 


fo) NFWS is also working with Mexico and with other U.S. 
agencies to collaborate more effectively at border check 
stations in order to prevent the illegal export of 
endangered species. Since Mexico’s accession to CITES, the 


number of seizures of illegal shipments of endangered plants 
has increased. 
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fo) The exchange of intelligence continues regarding suspected 
illegal activities occurring in both countries. This year, 
Mexican technical experts were allowed for the first time to 
testify in U.S. courts on wildlife cases. 


COMMITMENT: To enhance cooperative efforts on North American 
migratory bird programs and wetlands conservation; to expand 
cooperative training programs utilizing the new NFWS training 
laboratory. 


ACTIONS TAKEN: The U.S. and Mexico are involved in a number of 
cooperative conservation programs under the 1984 Agreement for 
Cooperation in the Conservation of Wildlife between the Fish and 
Wildlife Service and SEDESOL, and the March 1988 
U.S.-Mexico-Canada Agreement on the Conservation of Wetlands. 


fe) In November 1991, NFWS and SEDESOL met to discuss potential 
cooperative projects for fiscal year 1992. Following review 
by both governments, NFWS provided $178,000 in funding for 
projects in the areas of migratory bird management, 
protected areas, endangered species, and conservation- 
related training. 


° Three regional tripartite meetings were held this year in 
Sinaloa and the Yucatan to discuss potential wetlands 
conservation projects in Mexico. Several new project 
proposals discussed at the meetings are now being reviewed. 


fe) The U.S. Forest Service and National Park Service are also 
involved in a number of related programs with their Mexican 
counterparts. These include cooperation on neo-tropical 
migratory birds, endangered species protection, watershed 
management, soil conservation, etc. 


oO During FY1992, the Fish and Wildlife Service offered 
training workshops on sea turtle management, photo 
interpretation, wetlands management, and CITES/law 
enforcement in Mexico. 


-- In cooperation with SEDESOL and other Mexican 
institutions, NFWS is also offering Latin America’s 
only ongoing international training program, RESERVA, 
specifically designed for protected areas managers. 
Biologists from all over Latin America, including 
Mexico, participate in this 3-month course. Overall, 
NFWS has found this to be more effective than 
conducting protected areas training in the United 
States. 


Ete 
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Parks and Natural Reserves: 


COMMITMENT: To establish counterpart parks or natural preserves 
along the border adjacent to existing U.S. national parks and to 
undertake studies to assess the feasibility of establishing new 
parks along the border in the U.S. 


ACTIONS TAKEN: The National Park Service (NPS) and SEDESOL met 
in June 1991 to discuss the possibility of establishing 
counterpart parks along the U.S.-Mexico border adjacent to 
existing U.S. national parks, beginning with Big Bend National 
Park and the adjacent Sierra del Carmen. 


re) 


Another sister park arrangement is under consideration for 
the Organ Pipe Cactus/Pinacate areas. Public meetings, 
symposia and workshops are being held to publicize the 
proposal and solicit feed-back and ideas from local 
residents. 


The NPS has established a Mexico Affairs Branch on the 
campus of New Mexico State University, which has set up an 
International Institute to design and implement cooperative 
projects with NPS and Mexican counterparts. 


In a related area, USAID is providing funds to the World 
Wildlife Fund to assess the problems and opportunities 
regarding natural areas management and support the 
development and implementation of pilot projects in the 
border area of northern Mexico. 


-- The program includes the initiation of buffer zone 
management in one to three forested wildlands located 
near the U.S.-Mexico border. Where possible these 
management efforts will be linked to sister parks or 
reserves on the U.S. side. 


Legislation was introduced in 1991 to require a study of the 
Palo Alto Battlefield for possible expansion and upgrading. 
Studies of heritage sites of importance to both sides of the 
border are being considered and sites are being identified. 
Proposals for establishment of a heritage corridor are also 
being discussed. 


A meeting between NPS, Texas Parks and Wildlife, and 
officials from the Mexican States of Coahuila and Nuevo Leon 
was held in February 1992 to discuss issues/projects of 
mutual concern. The 5th U.S.-Mexico Border States 
Conference on Recreation, Parks and Wildlife is scheduled 
for September 1992 in Las Cruces, N.M. 
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C. Forests and Forest Management: 


COMMITMENT: To improve cooperative efforts in the use of remote 
sensing to inventory Mexico’s tropical forests; to undertake 
efforts related to tropical forests. 


ACTIONS TAKEN: The U.S. Forest Service (USFS) remote sensing 
laboratory in Mississippi, in cooperation with the Forest Service 
Tropical Forestry Program, is helping Mexican colleagues produce 
a map of Mexico’s tropical forests. 


-- The USFS is also providing training in the use of 
geographical information systems. 


fe) USAID, through its Global Climate Change Program, has 
initiated several forest conservation projects with Mexican, 
U.S. and international conservation non-governmental 
organizations designed to protect tropical forests in 
southern Mexico. 


-- These include Calakmul Biosphere Reserve Management, 
the Parks-in-Peril/Mexico program, a World Wildlife 
Fund Community Development/Buffer Zone Management 
- Program, and the Conservation International Debt-for- 
Nature Swap to manage the Montes Azules reserve. 


=—— These actions together represent more than a $5 million 
collaboration in the area of tropical forest 
conservation in Mexico over the period of 1990-1994. 


fe) The U.S. Forest Service has a range of programs underway 
both for tropical and other forest regions in Mexico 
pursuant to a bilateral agreement and under the auspices of 
the North American Forestry Commission (an FAO subsidiary 
body). - 


= These include training in forest fire prevention, 
reforestation, disease prevention, and other forms of 
technical assistance. 


D. Living Marine Resources: 


COMMITMENT: To expand existing cooperative research efforts on 
transboundary species as a basis for sound fisheries management. 


ACTIONS TAKEN: Mexico and the U.S. have been engaged since 1979 
in a number of cooperative fisheries science programs. These 
efforts have expanded in recent years and now include initiatives 
to promote improved understanding of transboundary stocks of fish 
and protected marine species. 
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At present, fishery research in the Pacific includes work on 
sardines, anchovies, marine mammals, shark, billfish, and 
sports species. In the Gulf of Mexico, research has focused 
on sea turtles, coastal pelagics, shrimp, and sports 
species. 


The Mexican Fisheries Secretariat (SEPESCA) has expressed an 
interest in expanding the scope of cooperative research 
efforts to include management, enforcement, inspection, and 
other areas. 


The U.S. National Oceanic and Atmospheric Administration 
(NOAA) has suggested that SEPESCA consider expanding current 
cooperative scientific efforts through periodic meetings of 
regional officials to exchange information on the management 
of transboundary species and other common issues of concern. 


NOAA has prepared an issue paper on transboundary species 
that it has provided to the Mexicans in anticipation of a 
formal meeting in September 1992, in Mazatlan. 


COMMITMENT: To consult on principles and methodologies for 
seafood inspection to ensure safety and quality of products. 


ACTIONS TAKEN: NOAA and the U.S. Food and Drug Administration 
(FDA) have initiated and hope to expand a cooperative program 
with Mexico on seafood inspection and safety. 


ce) 


NOAA and FDA officials met with their Mexican counterparts 
in June 1991 and held an international seafood inspection 

workshop with the Mexican government and Mexican industry 

representatives in August 1991. 


At their December 1991 meeting, the FDA and the Mexican 
Secretariat of Health agreed to procedures for sampling and 
information exchange related to seafood inspection. 


NOAA and FDA will continue to meet with Mexican fishery and 
health officials in an effort to encourage them to upgrade 
their seafood inspection and safety programs and to move 
closer to the procedures used by the emerging U.S. system. 


Training programs for Mexican officials are scheduled to 
cover such issues as cholera detection, food safety, and 
inspection procedures. 


COMMITMENT: To continue our discussions to help the Mexican 
government in its efforts to reduce the incidental kill of both 


dolphins by Mexican tuna fishermen and turtles by Mexican 
shrimpers. 
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ACTIONS TAKEN: U.S. imports of Mexican yellowfin tuna remain 
banned under the provisions of the Marine Mammal Protection Act 
governing the incidental capture of dolphins incidental to tuna 
purse seine operations. 


fe) The United States has recently provided technical assistance 
to Mexico to train a. cadre of Mexican observers to be placed 
aboard Mexican tuna vessels to monitor the incidental 
mortality of dolphins. Funding is available to conduct 
additional follow-up training. 


fe) Mexico has stated that it will introduce the use of turtle 
excluder devices (TEDs) in the commercial shrimp fleet. 
Mexico’s progress in the use and testing of TEDs to date has 
been encouraging. 


ane U.S. gear specialists have conducted seminars on both 
the Gulf and Pacific coasts of Mexico to train a cadre 
of Mexican technicians in the construction, 
installation, use and maintenance of TEDS, with the 
idea that this group will, in turn, become trainers for 
the Mexican commercial fleet. 


E. Mexico-U.S. Volunteer Youth Conservation Corps: 


COMMITMENT: To encourage the establishment of a Mexico-United 
States Volunteer Youth Conservation Corps. 


ACTIONS TAKEN: Over the past two years, Partners for the 
Americas, in collaboration with the Student Conservation 
Association (SCA), carried out several small-scale yet highly 
successful youth conservation projects in Mexico and Central 
America. 


fe) USAID has promoted the development by these organizations of 
a joint proposal for an expanded youth conservation corps 
program in Mexico. 


fe) Preliminary discussions have included Canadian Embassy 
officials in Mexico, who are enthusiastic about the 
prospects for a trinational effort sometime in the near 
future. 


fe) USAID expects to have a program in place by the end of 1992. 


V. INFORMATION SHARING AND PUBLIC PARTICIPATION 


COMMITMENT: Commit to the public release of data and 
information related to environmental and conservation issues, 
consistent with existing laws and regulations on confidentiality. 
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ACTIONS TAKEN: Generally, the Freedom of Information Act 
provides for the public availability of data and other 
information related to environmental and conservation issues. In 
addition, the U.S. Community Right-to-Know Act of 1988 further 
promotes the U.S. concept of informing the public on 
environmental issues. 


fo) The Border Plan contains recommendations endorsing 
"Community relations activities and right to know policies" 
and recommends that "SEDESOL establish requirements for 
public availability of data on emissions and effluents of 
pollutants." 


fo) Discussions are also underway with Mexico and Canada on the 
development of an MOU on environmental education, which 
would promote the dissemination of environmental information 
throughout North America. 


° Mexico, in the public release of environmental data, has 
made tremendous strides over the past year. Moreover, 
SEDESOL is in the process of selecting an advisory committee 
to parallel EPA’s Border Environmental Plan Public Advisory 
Committee. 


COMMITMENT: Facilitate procedures for scientific, environmental 
and conservation research activities. 


ACTIONS TAKEN: U.S.-Mexican environment, science and technology 
cooperation is covered by some 30 agency-to-agency Memoranda of 
Understanding. The U.S.-Mexico Joint Mixed Commission meets 
every two years to coordinate science and technology activities 
of most U.S. technical agencies. A large amount of bilateral 
research also proceeds via direct contacts between researchers 
and scientists in universities, industry, and private 
institutions. 


fo) At the U.S.-Mexico Joint Mixed Commission meeting in 
November 1990 progress was made in simplifying the process 
under which Mexico provides permits for research. 
Nonetheless, reducing the time and cost of the application 
process remains a high priority for the October 1992 meeting 
of the Joint Mixed Commission. 


APPENDIX C 
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_AGKEEMENT 
BETWEEN 
THE GOVERNMENT OF THE UNITED STATES OF AMERICA 
AND 
THE GOVERNMENT OF THE UNITED MEXICAN STATES 
REGARDING THE STRENGTHENING OF BILATERAL COOPERATION THROUGH 
THE ESTABLISHMENT OF A JOINT COMMITTEE 
FOR THE PROTECTION AND IMPROVEMENT OF THE ENVIRONMENT 


The Government of the United States of America ana the 
Government of the United Mexican States, 

Recognizing the importance of the protection of the 
environment for the economic and social well-being of present 
and future generations; 


Noting the success of existing agreements in providing for 


cooperation between the two governments in the field of 


environmental pollution; 


Recognizing the commitments arising from other 
international obligations that have been assumed by the two 
governments; 

Believing that strengthening the ability of each country to 
implement in its own territory its laws anc regulations in this 
field is AeIGTTBW LE and of mutual Lenefit; 

Recognizing that the two governments, and their state and 
local governments, have the sovereign right to apply their laws 
in accordance with their jurisdiction ané competence; 


Have agreea as follows: 
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ARTICLE 1 


The Government of the United States of America and the 











Government of the United Mexican States (hereinafter "the 
Parties") shall strengthen and expand cooperation in the field 
of environmental pollution, including the exchange of 
information and appropriate cooperative strategies on 


enforcement of environmental laws and regulations subject to 


the right of each Party to exclusively enforce its laws and 










regulations within its own territorial jurisdiction. The 


objective of this Agreement is to establish the framework for 


such cooperation. 


ARTICLE 2 


l. The areas of cooperation under this Agreement may 







include: 





pollution prevention and control; 






cooperative 





strategies on enforcement, subject to the right of each Party 


to exclusively enforce its laws and regulations within its own 





territorial 






jurisdiction; environmental impact assessment; 





pesticices; waste management; response to chemical emergencies; 






toxic emissions reporting; information programs and public 





participation; education and information exchange and 


| dissemination; technology cooperation; and other areas agreed 


upon in writing by the Parties. 
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2. The forms of cooperation may include: information and 
educational exchanges; cooperative visits upon mutually agreed 
terms; when appropriate, cooperation on investigative efforts; 
training and technical assistance programs related to the areas 
of cooperation covered by this Agreement; the holding of 
meetings, seminars, conferences and joint colloquies; the 
exchange of relevant personnel; consultation on domestic 
programs; and such other forms of cooperation as may be agreed 


upon in writing by the Parties. 


ARTICLE 3 
There is hereby established a Joint Committee for the 


Protection and Improvement of the Environment (the “Joint 


Committee"). The Joint Committee shall consist of an equal 


number of representatives from each Party. Each Party shall 
designate a National Coordinator, who shall serve as the 
principal representative for that Party to the Joint 


Committee. Meetings of the Joint Committee may include 


Participation by state and local authorities, as agreed upon by 


the Joint Committee. 


ARTICLE 4 
1. The Joint Committee shall meet annually, with its 


meetings held alternately in the United States and Mexico, 
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unless the Parties agree otherwise. At its annual meeting, the 
Joint Committee shall: 
(a) review and assess this Agreement and its 

implementation; 
review the work plans and reports of work groups 
established pursuant to Article 5 and direct the 
activities of such groups, as appropriate; 
discuss ways of further strengthening bilateral 
cooperation in the areas covered by this Agreement; 
consider, aS appropriate, information on matters 
regarding either Party's laws and regulations in the 
field of environmental pollution; and 
produce an annual joint report to the Parties that 


shall be publicly available upon request. 
Pip 


A National Coordinator may request a special meeting of 


the Joint Committee to Ciscuss any matter in the areas of 


cooperation coverea by this Agreement which a Party believes 
reauires immediate consultation. The Joint Committee shall 


meet @S soon as possible. 


3. The Joint Committee shall report on its work annually 


to the U.S.-Mexico Binaticnal Commission established by the 


Parties in 1981. 


ARTICLE: 5 


she Joint Committee may establish one or more work groups 


consisting or representatives of the Parties to cooperate on 
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specific topics under this Agreement, subject to the 
availability of funds. The work groups shall develop work 
plans and shall report annually to the Joint Committee on the 
progress of their work. Work groups may provide 
recommendations on ways of further strengthening bilateral 
cooperation under this Agreement. Work groups may include 
participation by state and local authorities, as agreed upon 


the Joint Committee. 


ARTICLE 6 
The Joint Committee shall provide for appropriate forms of 
puklic participaticn. Each Party may establish appropriate 


channels to allow written submissions by its public and 


Organizations to its National Coordinators on matters related 


to this Agreement. A National Coordinator shall consult with 





the other National Coordinator on whether to convene a special 
meeting of the Joint Committee to discuss matters brought to 
the attention of the National Coordinator by members of its 
Eublic or Organizations when they require immediate attention. 
Further, the Joint Committee may provide for public 
participation in its meetings. - Each Party may establish, in 
acccrcance with its laws end regulations, an advisory committee 
to aavise the Party's representatives to the Committee. The 
acvisory committee may incluue, inter alia, representatives 
from citizen groups, environmental organizations, state ana 
1o0cal avthorities, ingustry associations, labor wnions, and 


ACeGeMLC Institutions. 


Se > eee 
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ARTICLE 7 


l. Unless otherwise agreed, each Party shall bear the cost 


of its participation in the implementation of this Agreement. 
The cost of organizing meetings of the Joint Committee or of 
its work groups shall be borne by the Party hosting the meeting. 


2. Activities under this Agreement shall be subject to the 





availability of funds and to the applicable laws and 
regulations of each Party. 

3. The Parties shall promote, through their respective 
internal processes, appropriate financial or other support by 
their governments to the activities agreed upon by the Joint 
Committee, taking into consideration the ability of each 
government to so contribute. Where appropriate, the Parties 
shall also promote support for particular projects from their 


respective state and local governments and from the private 


SECtOr. 


ARTICLE 8 
1. Subject to its laws and regulations, each Party shall 
facilitate the entry into its territory of equipment and 
personnel related to training and technical assistance 
activities covered by this Agreement. 
Zz. All technical information obtaineé thrceugh the 


implementation of this Agreement shall be evailable to both 


Parties. Such information may only te mace available to third 


parties by the mutual agreement of the National Coordinators. 
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ARTICLE 9 

The provisions of this Agreement shall be considered 
complementary and not prejudicial to the U.S.-Mexico Agreement 
for the Protection and Improvement of the Environment in the 
Border Area, signe@ August 14, 1983, including its annexes, the 
U.S.-Mexico Agreement on Cooperation for the Protection and 
Improvement of the Environment in the Metropolitan Area of 
Mexico City, signed October 3, 1989, and the Memorandum of 
Understanding for the Exchange of Technical Information and for 
Cooperation in the Field of Air Quality Research, signed July 
19, 1990, agreements on boundary and water issues associated 
with the International Bouncary and Water Commission, and other 


relevant international agreements to which both governments are 


Parties. 


ARTICLE 10 


This Agreement does not empower one Party's authorities to 


»Uundertake, in the territorial jurisdiction of the other, the 


exercise ang performance of the functions or authority 


exclusively entrusted to the authorities of that other Party by 


its national laws or regulations. 


ARTCC RE, el 
This Agreement shall enter into force upon an exchange of 
notes stating that each Party has completed its necessary 


internal procecures. This Agreement may be terminated by 
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either Party on six months' written notice, through diplomatic 
channels, to the other Party. Unless otherwise agreed upon, 
such termination shall not affect any ongoing activities not 


fully completed at the time of termination. 


IN WITNESS WHEREOF, the undersigned, being duly authorized 


by their respective Governments, have Signed this Agreement. 


DONE, in cuplicate, at Washington and Mexico D.F., 


September and , 1992, in the English and Spanish 


languages, both texts being equally authentic. 


FOR THE GOVERNMENT OF THE FOR THE GOVERNMENT OF 
UNITED STATES OF AMERICA: THE UNITED MEXICAN STATES: 
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CHAPTER 8 


TRADE PROMOTION ACTIVITIES 
INTRODUCTION 


In his May 1, 1991 Response to Congress, the President 
committed to ensuring that various export promotion programs of 
the Departments of Commerce and Agriculture, the Small Business 
Administration and the Export-Import Bank are "appropriately 
tailored to meet the needs and opportunities of a NAFTA". 


Over the past year, U.S. agencies have undertaken a wide 
range of trade promotion activities to fulfill the President’s 
‘commitment. The Department of Commerce has promoted U.S. exports 
of manufactured items by leading three business development 
missions to Mexicc, sponsoring 20 trade shows there, and intro- 
ducing a variety of new services for U.S. businesses. These 
efforts have succeeded in disseminating information about oppor- 
tunities in the Mexican market and supporting U.S. businesses’ 
efforts to take maximum advantage of such opportunities. 


The Department of Agriculture (USDA) has undertaken similar 
efforts to support the exports of American farmers. USDA’s work 
in this area has included the establishment in August 1992 of an 
Agricultural Trade Office in Mexico City, substantial increases 
in credit guarantee funds allocated to Mexico to support 
increased U.S. exports, and significant renewed efforts to 
support market development and promotional programs. 


Ds DEPARTMENT OF COMMERCE ACTIVITIES 
As Business Outreach 


Since May 1991, the U.S. Department of Commerce (DOC) has 
made a major effort to promote commercial opportunities in 
Mexico, including conducting more than 150 export seminars 
throughout the United States, sponsoring 20 trade shows in 
Mexico, and leading three business development missions to 
Mexico. 


dy Seminars and Conferences 


DOC has briefed more than 150 trade associations and 
business groups around the country on NAFTA and business 
opportunities in Mexico. This effort has included a major 
conference series targeted at U.S. Hispanic and minority-owned 
businesses and the "Partnership for Growth" conference series, in 
which senior U.S. and Mexican officials brief businesses on 
bilateral trade opportunities. 
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2. Trade Shows and Missions 


poc has also led three business development missions to 
Mexico since May 1991, focusing on environmental products and 
services, housing, and minority business. Additional business 
development missions are planned for small and minority 
businesses and the environmental sector. Trade missions 
scheduled for Fiscal Year 1993 will focus on pulp, paper, and 
converting machinery, robotics, management consulting, and 
housing and building materials. 


The U.S. and Foreign Commercial Service at the U.S. Embassy 
in Mexico City provides numerous services assisting U.S. 
businesses to market their products and services including market 
research, general market counselling, tailored support services, 
the Agent /Distributor Service, and specific trade promotion 
events. For example, the U.S. Trade Center in Mexico City has 
organized 20 trade exhibits in 1991-1992. These exhibits have 
focused on a range of sectors, including computers, textiles, 
pollution control, high-technology goods, construction equipment, 
and alternative energy, among others. 


5. Congressional and State Delegations 


Commerce Department staff at the U.S. Embassy in Mexico City 
took the lead role in supporting numerous Congressional, state 
and local government trade missions to Mexico, including missions 
led by Governors or Members of Congress from New Mexico, Arizona, 
Oklahoma, South Dakota and California, among others. The 
Commerce Department also supported a February 1992 visit to 
Mexico City of a delegation, led by United States Trade 
Representative Carla Hills, of private sector industry advisors 
and Members of Congress. 


B. Special Focus on Minorities 


The Department of Commerce is making special efforts to 
promote business opportunities in Mexico for Hispanic and 
minority-owned businesses. DOC’s International Trade 
Administration (ITA) and Minority Business Development 


Administration (MBDA) are cooperating on a number of joint 
programs: 


fe) Conference Series: In 1992, ITA and MBDA conducted a 
series of conferences in New York, Miami, San Jose, and 
Los Angeles targeted at Hispanic and minority 
businesses. Conferences are scheduled for this fall in 
Chicago and San Antonio. 
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° Trade Missions: In February 1992, ITA and MBDA led the 
first Minority Business Development Mission to Mexico. 
A second Mission is scheduled for December 1992. 


fe) "Matchmaker": DOC plans to conduct a "Matchmaker" 
program in early 1993 that will introduce small U.S. 
Hispanic and minority firms to Mexican businesses. 


ey Special Focus on the Environment 


The Commerce Department has made special efforts to 
introduce U.S. environmental technology to Mexican firms. In the 
President’s May 1 Response, DOC committed to enter discussions to 
establish a business committee to "assist small to medium-sized 
exporters in meeting standards: including, inter alia, sharing 
' experience and expertise, preparing plans for bringing plants and 
operations up to current requirements, seminars, and technical 
exchanges." 





Thus, the Binational Environmental Business Committee (EBC) 
was established by the U.S. and Mexican Departments of Commerce 
on November 12, 1991. The EBC is comprised of U.S. and Mexican 
businesses and serves as a forum for undertaking activities and 
projects on environmental priorities of concern to the business 
communities of both countries. DOC is working closely with the 
Environmental Protection Agency, the U.S. Agency for 
International Development, and the counterpart Mexican agencies 
on this initiative: 


fe) The EBC has met twice, once in San Diego in January 
1992 and once in Monterrey, Mexico in May 1992. 
Sub-committees have been formed to: (1) gather data on 
border environment needs; (2) study privatization 
potential for various environmental projects; and 
(3) plan future meetings and seminars. 


fe) The EBC conducted an environmental technology seminar 
and trade show for U.S. and Mexican businesses in 
Tijuana on August 27-28, 1992. The purpose of the 
seminar and trade show was to ensure that Mexican 
businesses have access to state-of-the-art U.S. 
environmental technology. DOC recruited U.S. minority- 
owned companies to participate in this event. 


D. Business Information 


In addition to its extensive market research and commercial 
information programs, DOC has prepared special publications and 
programs to increase the awareness in the U.S. business community 
regarding commercial opportunities in Mexico. For example, DOC 
dedicated a special edition of its "Business America" magazine to 
NAFTA. 
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In addition, DOC has issued the following publications: 


fe) President Bush’s August 12 Rose Garden statement 
announcing NAFTA and accompanying White House fact 
sheet; 

fe) "NAFTA -- Generating Jobs for Americans," describing 


the benefits of North American free trade and examples 
of successful U.S. exporters, and providing sources of 
information on U.S. export assistance; 


° "U.S. Exports to Mexico: State-by-State Overview, 
1987-1991" (update of 1987-1990 edition), describing 
U.S. state exports to Mexico; and 


fe) A new publication on business opportunities under 
NAFTA, which will be published shortly. 


In addition, the Department of Commerce is undertaking the 
distribution of 5,000 copies of a White House publication, 
"Highlights of the North American Free Trade Agreement," through 
its regional offices and outreach programs. 


Finally, DOC’s Office of Mexico has implemented an automated 
information system that provides immediately faxed responses to 
telephone inquiries on a wide range of topics and issues of 
interest to U.S. businesses exporting to Mexico. This new 
service, known as "Flash Facts," makes available by fax machine 
information on a wide range of topics, including marketing, 
distribution, tariffs, investment, company lists, Mexican customs 
procedures and regulations, trade statistics, NAFTA updates, and 
U.S. government export services. Flash Facts provides fast, 
thorough, and efficient information to more than 1,000 businesses 
each month. 


Bs Binational Cooperation 


In 1989, the U.S. and Mexican Secretaries of Commerce 
established the Joint Committee for Investment and Trade (JCIT). 
The JCIT’s purpose was to provide binational support and 
coordination for business development activities. Past business 
development missions under the auspices of the JCIT have focused 
on petrochemicals, insurance, pollution control, tourisn, 
housing, and small/minority business, as well as a joint 
U.S.-Mexico legal exchange conference. The "Partnership for 
Growth" seminar series and the U.S.-Mexico Environmental Business 
Committee was also organized under the auspices of the JCIT. 
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II. DEPARTMENT OF AGRICULTURE ACTIVITIES 


The USDA has also undertaken a wide variety of efforts to 
promote U.S. exports to Mexico in the context of a tripling of 
U.S. agricultural exports to Mexico, from $1.2 billion in 1987 to 
over $3 billion in 1992: 


Bs Establishment of an Agricultural Trade Office 


In August 1992, USDA’s Foreign Agricultural Service (FAS) 
opened an Agricultural Trade Office (an ATO) in Mexico City. The 
office is being staffed with FAS specialists to assist U.S. 
agricultural exporters in all aspects of entering and expanding 
trade with Mexico. U.S. exporters, representatives of trade 
associations, and state departments of agriculture will be able 
to use the ATO’s facilities to make initial contact with Mexican 
business people and engage in market development activities. 


Currently, there are six U.S. export agricultural 
associations with full-time representatives in Mexico: the 
American Soybean Association, California Tree Fruit Agreement, 
Southern Forest Products Association, U.S. Feed Grains Council, 
U.S. Meat Export Federation, and the Oregon Washington California 
Pear Bureau. 


B. Increase in Credit Guarantee Funds Allocated to Mexico 


Mexico is already the largest beneficiary of USDA credit 
guarantee programs. In fiscal years 1990-92, USDA annually 
allocated between $1.3-$1.5 billion to underwrite private bank 
credits extended to Mexican importers of U.S. food and 
agricultural products. This is the largest guarantee total for 
any country in the world. 


In fiscal years 1993 and 1994, USDA credit guarantees for 
Mexico are expected to remain large as a result of growing trade 
levels and additional requests for credit guarantees on a wide 
variety of further-processed agricultural products. With the 
implementation of NAFTA, USDA will continue to offer credit 
guarantees to encourage U.S. agricultural exporters, and their 
banks, to be more flexible and competitive when exploring new 
sales opportunities in Mexico. In the long run, the continued 
expansion of commercial trade between the United States and 
Mexico, aS well as the recovery in the Mexican economy, indicates 
that more private sector financing without USDA export credit 
' guarantees is likely to occur. 
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Cc. Increase in Market Promotion Funds Budgeted for Mexico 


FAS administers two market development and promotional 
programs: (1) the Market Promotion Program (and its predecessor, 
the Targeted Export Assistance Program) (MPP/TEA) and (2) the 
Foreign Market Development Program (FMD). 


The MPP/TEA is generally more focused on short-term, 
consumer-oriented activities such as point of sale 
demonstrations, food samplings, and advertising. The FMD program 
supports long-term market development activities such as trade 
servicing and technical assistance projects. 


Funds budgeted under the MPP/TEA and FMD programs for market 
development activities in Mexico have increased substantially in 
the last five years, paralleling the opening of Mexico’s economy. 
MPP/TEA funds have grown from $0.7 million in FY1987 to $8.0 
million in FY1992. Funds expended under the FMD program have 
increased from $0.6 million in FY1987 to $2.0 million in FY1992. 


Approximately 20 agricultural export associations receive 
funding for FMD activities conducted in Mexico. The associations 
vary from livestock associations (such as the American Quarter 
Horse Association), to oilseed associations (American Soybean and 
National Sunflower), to dairy, beef, and grain associations. 


Approximately 30 agricultural export associations receive 
funding for MPP activities performed in Mexico. In addition to 
the commodity-specific export associations, such as the Wheat and 
Feed Grains Council, small and medium-sized agribusinesses 
perform market development and promotional activities through the 
four regional trade associations. Associations conducting MPP 
marketing activities in Mexico range from the Chocolate 
Manufacturers Association, to the California Table Grape 
Commission, to the National Forest Products Association. 


As a result of NAFTA, interest in expanding market 
development activities in Mexico has soared. USDA will continue 
to be supportive as the associations participating in the MPP and 


FMD program develop sound market development and promotional 
activities. 


Ds 1992 U.S. Food Show by FAS and Regional Agricultural 
Associations 


The "U.S. Food Festival," the only food show in Mexico to 
focus solely on U.S. food and beverage items, took place in 
Mexico City during the first week of August 1992. The festival 
was a joint undertaking of the four U.S. regional export 
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organizations -- the Western United States Agricultural Trade 
Association (WUSATA), the Mid-American International Agri-Trade 
Council (MIATCO), the Southern United States Trade Association 
(SUSTA), and the Eastern U.S. Food and Agriculture Export Council 
(EUSAFEC) -- in conjunction with the USDA’s Foreign Agricultural 
Service. 


The 1992 Food Festival was very successful with over 4,600 
Mexican trade attendees visiting the more than 150 booths 
exhibiting U.S. agricultural products. Both the number of U.S. 
firms participating and the number of Mexican traders visiting 
the show were 50 percent higher than in the previous year’s show. 
Many of the U.S. food and beverage firms participating in the 
show are small and medium-sized firms that coordinate their 
efforts through the regional export organizations, which are in 
turn supported by FAS. 


A Food Festival is now being planned for 1993. With the 
completion of the NAFTA negotiations, and the pending elimination 
of all tariff and non-tariff barriers, Mexican interest in 
agricultural trade, especially in high-value processed 
agricultural products, has greatly expanded. 
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